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ABSTRACT 

A proposal up for consideration before the United 
States Senate is discussed. The program suggested is a redesign of 
the Department of Health, Education, and welfare in keeping with the 
prinrriples of the New Federalism. The proposal touches every major 
area of HEW policy: it simplifies the Department's program structure; 
it narrows and focuses the Federal role; and it decentralizes 
decision-making power to individuals. States, and local goveninientc. 
New initiatives are proposed in: health insurance, student aid, 
welfare reform, special revenue sharing, and consolidated programs of 
capacity-building to aid State, local and voluntary service 
suppliers. (Author/CK) 



FILMED 



FROM BEST AVAILABLE COPY 



CO 

^ CASPAR W. WEMffiRGER TO BE SECRETARY OF 
I HEALTH, EDUCAnON, AND WELFARE 

US OEPAilTMENT OP HEALTH 

bI eoucation 4 welfare 

. i national institute op 

tXJ EOUCATlON 

THiS DOCUMENT MAS BEEN RE PRO 
DUCED EXACTLY AS RECEtVED FROM 
THE PERSON OR ORGANIZATION ORIGIN 
ATlNGJT POINTS OP VIEW OR OPINIONS 
STATED DO NOT NECESSARILY REPRE 

yy 1 TITXT/^O sent official national institute of 

|"| Pj J\ I |\ ItI^ education position 01? POLICY 

BBPORB THE 

COMMITTEE ON 
LABOR AND PUBLIC WELFAEE 
UNITED STATES SENATE 

NINETY-THIRD CONGRESS 

FIRST SESSION 
ON 

CASPAR W. WEINBERGER TO BE SECRETARY OF HEALTH, 
EDUCATION, AND WELFARE— ADDITIONAL CONSIDERATION 
BY COMMITTEE ON LABOR AND PUBLIC WELFARE 



PART 2 



01 

CO 

o 



APPENDIX 
Comprehensive HEW Simplification and Reform 
"^EGA Proposar 



Printed for the use of the Committee on Labor and Pnbilc Welfare 




U.S. OOVERNMEKT PRINTXNO OFFICE 
WASHINGTON : 197S 



COIIMITTEE ON LABOR AND PUBUC W£LFAB£ 



HABRISON A. WILLIAMS, Jb., New Jemr. Chairman 



JACOB K. JAVITS, New York 
FBTER H. DOMINICK, Colortdo 
RICHARD S. SCHWBIKER. Pens«rlvanU 
ROBERT TAFT. Jr.. Ohio 
J. QLENN BEALL, Jb., ManrUnd 
ROBERT T. STAFFORD. Vermont 



JENNINGS RANDOLPH, Wett Virftnla 
CLAIBORNE PELL, Rhode laUnd 
EDWARD M. KENNEDY, MutacbB«ettB 
GAYLORD NELSON, WitGonsIn 
WAI/TER F. MONDALE, Minnesota 
THOMAS F. EAOLBTQN, MltMiirt 
ALAN CRANSTON, CftltfornU 
HAROLD E. HUGHES. lowa 
WILLIAM D. HATHAWAY, Maine 

Stewast E. McClueb, Staff Director 
ROTERT E. Naolb, General Counsel 
Rot H. Mxlleksox, Minority Staff Director 
EVOENB MiTTELMAif, Minority Countel 



iW 



APPENDIX 



COMPREHENSIVE HEW SIMPLIFICATION AND REFORM 

"MEGA Proposal" 



The materials In this book are all 
vorklng drafts. Revisions to the 
papers are part of an on--golng 
process* 



iii 



CONTENTS 



Pftfe 



Overview ^ 1- 

Assistance to Individuals 1 11 

Maximum Liability Health Insurance. 13 

Stutoit Assistance 57 

Income and Employment Policy 71 

Assistonce to States and Localities : 

Special Revenue Sharing in Health. Education, and Social Services 96 

Capacity Building - 113 

Devdopmait and I>eployment of Skilled ^lanpower 117 

Market and Services Development 131 

Research and Development 161 

Other HEW Activities — 159 

Program Sort 168 

Gliart Presentation 171 

Bud^t Tables 203 



GGMPRBiaGIVE HEK SQViJFlCKnSM AND REFOM: 
AN OJfSmBtl 



Every budget season brings cs \}p against past decisions %Auch haVe 
nortgagad the future. Potential for oontrol "next year" al%i«ys ap- 
pear bleak due to financial and political oonstraints. In the past, 
the Departnent has evaded this diUmna with rhetorical initiatives 
for the upooming year or fay riding with the < political Coroes, in the end 
making only minor dianges at the margin. 

The result is a E^aderal system out of ocntxol. Faderal resources 
are o vei ^ ojum itted, results are over^piremiaed, and aooess to govern- 
ment services is unequal and fra^aented. The-Fiederal p rogr e ro 
structure has becone so aciif>Iex that it is unnanagea^Xe. Inter- 
dependettcies anong p gogr a w s are ignored because they cannot be under- 
stood, leaving ratixxud choice difficult, if nGt in^iossible. 

He p ropo e e to tackle the crisis of the Federal system head-<xi« The 
Ccnixehensive HEW gimplifioatiop and ttefom vhich we present here 
is a redesign of the entive Deplurtment of Healt^i, Bducation, and Welfare. 
It is a return to first principles, the principles of Nei/ Pederalian, 
which now lie largely unused. These are the tools, if used iioagina- 
tively and aggressively, that can provide the needed leverage to bring 
the Federal system under oontrol. 

The scope and depth with which those principles are 2^1ied makes this 
Reform wholly new. It tnnrhflB every major area of HEH policys it 
radically sinplifies the D^artment's prograai structure; it narrws 
and fbcuses the Fedocal role; and it boldly decentralizes decision- 
making poMer to individuals, States, and local goverments. 

Tto ocmatdje nsively sinplify and deoentralize, we propoee new initia- 
tives in: 

o health insurance 

o student aid 

o welfare refoxm 

o special revenu3 sharing 

o consolidated ^Jixigia n s of capacity-building to aid 
State, l o cal and voluiitary service suppliers. 
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Ihese prqpoeals will generate cppositiGn, of oourae. No reform this 
bold and thorough oould 99 unchallenged,^ But m MeloGRe the ooming 
debate. Whatever the questions of detail, we are oonfident that the 
cono^ is right for the tines. 

Just as inpac ta nt, Ooqpcihensive HEM SlnpHfl nation apd Reform can 
generate oonsensus on needed imH nm:t—it * Federal ocniiitiiiBnts 
threaten to exoeed resources, boch imiediately and in the future. A 
strategy is needed to deal with owx-unaaXtinent, and Ohe New Faderalian 
offerr that strategy. Hhis Reform meets o wer-aj mnitroant head-on, 
and i:ilps us define a leaner, more focused Federal role cutting away 
the u n sjoo ess ful and unnecessary pgogr a ms so that Federal pEonises 
can be kegt and credibility gape disappear. Ihis does not mean we re- 
treat to merely "less of the sane.** Through Refom we can live within 
<xr means while at the sane time we iifsotfe the functioning of ' 
Fedezalmn. 



THE PRDBlflC WE EBCE .... 

Die badcgzound of the crisis of ccxitrbl is a period of rapid change to 
uhich the Federal pcogzam structure has not yet successfully adjusted, 
and to which Ihe New Jtederalinn is the necessary response. Programs have 
pcoliferated, categories have hardened, and a sharp increase has ocu uL ied 
in the amount of Federal support of State and local activities. 

These cdianges require FBderal pcograpi ad juatnents which have not yet 
occurred. Dnoetic adjustnnts nast be made, because we axe now in a 
crisis of oonylexityi fta^asntaticn, and o war^pt«i se. 

o Omplftxity : Since 1961, the nmiaer of differmt HEM progr a n s 
has tripled , and now eaeceeds 300; 54 of theee pmgiaiw overlap 
eacii ctnerT 36 overlap p rogr a n s of other Departamnts. The 
Federal govemnent as a whole had no less than 530 categorical 
tiiugiauB of aid to States in 1971. 

o FragBBntaticns Federal rules and renulations for these aiyriad 
fcaugiauB are narrow, restrictive, conflicting and overlapping; 
neither Federal nor State and local reeoutces can be diifted 
frcpn CKjfi narrow authority to another itei the need arises. 
Prohihitions against joint funding, fund transfers, and oo- 
mingling of funds make broad attadcs on broad pcoblens 
extremely difficult. 
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o Owr^Pcaaising: He are progressively prcndsing nnre and 
delivering less; in 196i, nearly all of HEW's authoriza- 
tions (pronises) were matched by appnspriations (deUvexy) , 
but in 1969 less than half were, and in 1971 only a third. 
We calrailatift that HOf's servioe delivery pftograns, which 
now cost $9 billion, foild cost $250 billion if they vere 
actually extended to all vto need then. Ihe inequities anS ' 
the disappointments in this gigantic ehoirt-fall are funda- 
mental to general unhappiness with goverment. 

Ccii(>lexlty, fragaentation, and over^-pKOiise are all parts oT the broader 
prchlem of non-nanageahility. Iftilass we siniilify, consolidate, and 
pranise only what we will deliver, we cannot control the Federal 
structure. 

Events are thrusting on the Federal gowemnent a more iii|iQrtant role in 
assistance to individuals and to lower-level goveziments, ani a lesser 
role in direct service delivery. We have lagged in developing new 
program structures to reflect these roles. It is tine for ocnfirehensive 
Re£oim. 

THE SIftPE OP HgQBM .... 
# 

In light the principles of a!he New Federalian we have exsnined literally 
every HEW program for possibilities of sinplification and decentra- 
lization. Me now find that \m can jOan in teniB of just three broad 
program ca t egories: 

o AMiatanoe to families and indi^dAials — indwUng social 
security, pdaXlc assistanoe, health ijwuranoe, ar^ studmt 
aid; 

o Assitanoe to States and Xooallties — including all grant 
progr aw to lower-level go wa! waits ? 

o Capacity building — including ifnnaixfa and deveLopnent, 
nadoet and aervioes develofmnt, and fecial manpower 
develo|ment. 

In each of these broad catagories, we have developed pccposals for najor 
s lwrlifi oa t io n and decentralization. The pcopoeals are spelled out in 
detail in the aoocmarying papers, but here we can highlight their major 
features. 

ABsistanoe to fanilies and individuals 

The Federal role in assistance to families aM individuals is cruci2a, 
and it i9 growing. At the heart of The New Federalism is the strategy 
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of nexijun lesqponsibility anol decisioR-naking for individuals, usixvg 
naricet inoentives and the capacities of the private sector. By placing 
decisions in ii^vidual hards, ue decentralize and simplify the tasks 
of govemnant; the essential problem is to design nsoessaxy health, 
education, and inocxne assistance so that it is at once siapl#, ooRpre*- 
hensible, «K3equabe and reliant upon nanoal incentives for private 
action in the public interest. We have developed three major new pro- 
posals which Me believe meet this need. 

MaxiiMi Liability Health Insurance (MUII) would replace Medicare and 
Medicaid, an! would sv^jpOant md msk as the naif Actainistration 
twalth insurance initiative. HUH is designed to a^id the o(ii|>lexity 
and fra^n^itation of both Medicare and Medicaid and the proposed FHIP 
and NHISI^. Itany persons in need of health insurance are not and wuld 
not be covered under thoee programs, vAiich are oonplex, hard to under- 
stand, and difficult to aftninister. The main features MUII are 
these: 

o It reverses the present '*i^ide*daMn" diaracter of liealth 
insurance. Curr^tly, the easily-foreseen, routine, 
snail es^ienses are covered, but major risks are not; under 
MUa, the insurance would be placed where it is needed. 

o It will provide coverage for all Anericans. 

o It will cover most medical expenses, including mental 
health treatnent. 

o It will ensure that personal health expense liabilitxes 
do not exceed a maxinun level, which is based cn ability 
to pay. 

o Diere will be scroe cost-sharing for everyone, in order 
to discourage waste,* but costs for the poor would be 1cm. 

o It preserves a major role for private insurors in selling 
supplementary coverage and in acting as Ajnderwriters or 
fiscal agents. 

o It reduces payroll taxes# permits general revenue finance, 
and eliminates the need for inocme tax deducti on s for 
health expenses. 

o Xt will cost no more than NHUA, and little more than present 
law; for States, it will save money. 
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o Becacjse of its extreme sixnplicity^ it vdll clarify health 
options for the individual, and enable him to make his 
own decisions better. 

Ccnfiarable sinplicity is provided by a new student Assistance Program in 
hic^^er education. The general strategy underlying student assistance, 
in line with the principles of Itie New Federal ian, is to increase the 
effectiveness of individual student decisions, by en|3hasizing student aid 
rather than institutional aid. Ihree tools would be used: grants for 
low^inoooe students, guaranteed vnsubsidized student loans, and State 
scholarship incentive grants, 'ffne new system would work like this: 

o Grants would be targeted on low-inocme students early in 
their college years; the poor, the isolated, and the 
d^ived mi^it otherwise under-invest in education. 

o ttiaiMidizad pvinate Iowib- tec nhhwrsgtodteteaMPyldigMCiy^ 
ptendiM^-finanoad insurance agalUkftttinabiUty. to r^>ay. 

o States would receive grants if thp* ^Aiasized student aid 
rather than institutional si^iport, and if they allCMad 
aided students to stxjdy outside the State. 

o itus the systero would assure access to ed u cation by IxM- 
inocme students, create an equitable student loan market, 
reduce discrimination against private institutions, and 
permit elimination of most hi^ier education institutional 
aid programs. 

itong all Federal programs of aid to individuals, social security is 
among the best, most adequate, and most popular, and ^ propoee no 
major changes in it. But Family Welfare Beform (EWEl) is stiU essential. 
CXu: plan for FWR avoids three weaknesses of H.R. 1: insufficient penal- 
ties for failure to work, wasteful and ooetly requiranents for Federal 
day care and other services, and weak job and training provisions. FWR 
is a truly work-4>ased welfare reform, but it awids mar^ of the problans 
of either the present p rogr a m or the one proposed by the Senate Finance 
Cannittee. It would have these features: 

o Basic Federal benefit levels nationwide, with an option for 
reduced levels in low^i»ge States, and State supplanents vtere 
desired. 

o Family ,benef its whid\ reflect the presence only of persons 
classified as not available for wozic. 
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o Adults classified as available only if child care respo nr 
sibilities permit, avoiding oostly Faderal day care programs. 

* ' * 

o All available persons assured trainingr a regular job, or if 
necessary a public service job, with strong incentives to work 
in a regular job. 

o Qi|)lcyer tax credits for hiring and successful training. 

o Stringent fraud-^conbatting pcovisicns. 

o Ibtal cost less than th£»t of H.R. 1. 

In ccnbinaUon, these three plans for healtii, education, and welfare 
assistance to iidivlduals fozn the basis for effectively, siiqE>ly and 
ncxKategarically assuring basic nationwide wi nl aa ws of health, inoaoe 
and educational opportunity. Ihey annfiyliah this at little orno in- 
crease in cost, and yet tiflwn together tiey fom a pcogran structure 
far si^erior to the present one. 

Only within tte fnaeuorfc of a sound set of -assistanoe-to-individuals pro- 
gx»e can assistance to State and local govexxnents be i«ll desi^ pwd. ^ 
This is true because if basic individual needs are not net, thfe de mand for 
proliferating categorical programs wiU rise. ttacntroUed, the demand 
will prevett the concentration on General Hevenue Sharing and ^lecial 
Revenue Sharing, Oiich are essential for sinplicity and decentraUizatio? 
under The New Federalian. 



Assistance to State and local qoveoinents 

fte have created three broad sets of special revenue daring prograns — 
one each fdr healtli, education, and social services — OiiA believe 
talce fuU advwtage of the foundation of assistanot to InfliviAals. 
Naiw categorical pKograms can be reduced or eliminated, because ^^^^^^ 
Student Assistme, or fm wiU now cower the need. Others can be consoli- 
dated, and the allocation of funds within broader limits can te left to 
States and locaUties. In total, these tiiree revenue sharing padcage? 
consolidate 50 progrwe now fur^ at $7.1 b illion — one-fourth of all 
Federal grants to State and local goverxinsnts. 

This is a sweeping sia^lification and deoentrallMtion, but it is also 
a responsible one. fecial revenue ^rlng is not a cover for an escape 
from proper Ptaderal responsibiUty. Rather, it cuts tliraagh the existing 
tangle of categories, adtoinistrative structures, and regulatiom, and 
gives States and localities tsudti greater decislon-nQking freedan, hut at 
the s»e tijne nelntains the Federal requirenents Oiich are truly essential. 
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Health Special RBwanue Sharing will look llJce this: 

o Nine tttuyK W B are consolidated onto cne block grant of 
$500 nLlllicn. 

o OTvered activities center en pi±lic health, including VD 
control, drug abuse, and alooholisn. 

o No s pe c ia l earmarks or pass-throu^ requirenents are infjosed; 
States can allocate resources to fit their individual needs. 

Educatio n Spyial Revenue Sharing modifies and extends Urn 1971 HQf 
proposal, and has these features: 

o 35 pr o gra n s are oonaoli dated in elementary and secondary 
education. ^ 

o Five i^iecial e^marics are infiosed: for handicapped, 

disadvantaged, vocational education, iiqpact aid, and support 
services. 

o The pt 'D gra n b aze funded at ^jpraxixnately $4 billion. 

Soci / 1 Services Sjpecial Revenue Oaring will look like this: 

o Six major fntmiila grant taogiaus axe conbined in social 
services, diiXd welfare, vocational rdiabllitation, develop- 
mental disabilities, services to families, aging, and the 
non-e9(perinental parts of Head Start. 

o 90 perce n t of the funds are eamarteed for the poor. 

o Pee s ched u les are iwmdatfta £or the non-poor and mmidatory 
joint local-Stat^ planning processes are required. 

o The ptogia w tf are funded at $3.2 billion. 

The three revenue sharing padcages are detailed in the aoootqpanying 
paper. Here, however, we enphasize three things: 

o These consolidations represent a quanbin increase in decentrali- 
zation and siiipUfi cation, but at the sane time they are respon- 
sible. Essential Federal priorities are protected. 
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o They put us on the road to matching our performance to our 
premises: iyxnds can be shifted to deal more fully with each 
State's greatest needs. We will stop foolix^ ourselves h 
premising to do all of everything for everyone* 

o The Federal establishroent will stop exercising control over 
State programs in a degree of detail vAiich is neither workable 
nor justified. Federal choice will center on the question of 
the level at which it wishes to support general ranges of 
State service provision* 

We are new convinced that these three effects are desirahler and in fact 
essential if Ihe Mew Pederalian is actually tx> succeed. 



Ca^)acity Building 

We have outlined plans for saitplification ^ deoaitralization throu^ 
coRpr^iensive refom of assistance to fanilies and individuals, and 
assistance to State and local goverments. But assuring that persons 
and governnents have funds at their ccnmand does not assure the cc^>acity 
to supply their needs. A Federal role in capacity building is a necessary 
oonplonent. 

Many HEM p rogr a pg already are designed to help both public and private 
organizations innovate, initiate, and train tcBc service provision. We 
believe this he^ nust be at the center of the Federal rde. As in 
revenue sharing, hcMBver, much is to be gained by better targeting and by 
de-categorization. 

o We propose that 22 reaearcAi and deyelopnent authorities be con- 
solidated into 6 broader ones, for laetter focus, coordination 
and planning, and for better use of very scarce R&D management 
resources* 

o We propose that 47 maadoet and servioes developient authorities 
be consolidated into 5^ and that the focus be strictly time- 
] united aid for innovation and start-up, with loan guarantees 
for public construction* 

o We propose three oonaolidated manpower develognent authoriti'is 
for the health, education^ and weifajce fields. Sieir budget 
should be reduced from the pre s e nt $1 billion to less than half 
that amount, since nuch of what they now do is badly targeted 
or unnecessary, and since the Student Assistance p r ogr a n for 
hitler education will service many of these needs, and do it 
better* 
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THE WRY REgQBM WORKS . . • • • 

Reform oonsists, then, of siin(>Iifying and deoentraliziiig to iirpccfve 
assistanoe to individuals and to govemoBnts, and to inpxTve ci^Mcity 
building. Hysse elonents of Rsfoixn are not independait — they vrork 
together. 

The oomerstone of the structure is Assistance to Fandlies and Individuals. 

o Basic fandly needs are assured for health, for educatior, and 
for incxxne. 



I 



o The progr a ros are designed for naxinun individual choice, 
expressed throu^ the private sector market place. 

o Taken together, the progr a ro s are coi^rehensive in coverage, 
adequate in their assistance levels, sinple and unterstai^able 
in operation, and sound in the inoentives they create. 

Building on effective Assistance to Indi\^duals, many narrow ptuyxa BB 
can te eliminated or decategorized, and the datttna for new ones will 
be dapgened. 

o Eanacting Mexiiiun Liability Hoalth Insurance allows us to 
eliminate separate prograoB of tnedioal services for vocational 
rehabilitation, mental health treatjoent, and tax preferenoes for 
health services. 

o Qructing Student Assistance allows us to eliminate separate 
progr a m s of hi^ier ed u cation institutional aid and special 
manpowe r training siteidies. 

o Quoting Fandly Mslfare Reform enables us to eliminate food 
wtem^f, cut through the tangled mess of AEDC, limit levels 
of social services pending, and hDld down myriad categorical 
progicans for the poor. 

Assistance to Gqyernnents gives broad discretion to attayjc broad problans. 

o Fift^ narrcw programs beoone three broad ones. 

o Attention is fo cu s od on Federal priorities through earmarks, 
mndates, and incentives. 

o Decentralized decisions at the State and local level are relied 
on. 
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o Scaxoe R&D managonent resouroes are freed fxon narxcw 
categorization. 



o Market and servicses aevelocitent is targeted on tine-limited aid. 



o Manpower development is more carefully focused en real probleniB, 
real under*supply. 



BUT teo teXJtD BE BOR IT? 

We have nov traced tiie bcoad outlines of OooinDehensive HOf Siji{)lif ication 
and Reform. Vfe believe it is oonoeptually poMerful and a^ipealing. Yet 
the qoestion renainf , who would be for it? 

Ihe pcoblen» of gaining acceptance are clear: 

o The constituencies that hove fanned bdiind each narrow 
^ categorical pioyia w will be wary or hostile. 

o !Ihe minorities cnA the disadvantaged fear that their 
interests are being abandoned by the Federal govemnent. 

o States may be oool because the revenue sharing oentains no 
nsv funds. 

But we believe that with Presidential entiusiaaRi and leaderrtilp the • 
Reform can succeed, fte bue our view on tiro factors: 

o Conplsddt/, fragnentation, and over-fsoraise are everyone's 
pcoikUm, and everyone knoMS it. With sustained educatixnal 
effort we can gain msffpart fir dianges. 

o Uenoe, the strength of this Refiom lies in its ocmianhensiveness. 
Taken bit by bit, the fight against OGRcOexity, fra^nentation 
and over^^promise aeens hopeless; but with a group of profceals 
lAiich is sufficiently audacious and thorough-^oing, suiiport for 
the general princi{>les can awar ocroe particular objections. 

we therefore are enthusiastic about the dunces of success. Our proposals 
effectively, ocnpr^^iensively, and ijnaginatively address the need for sim* 
plification and decentralization, and we believe the American people will 
wolocmc than. 



10a 



ASSISTANCE TO FAMILIES AliD INDIVIDUALS 



At the lM«rt of activity in the Department of Health, Education and Welfare 
are prograBt which provide cash or near-caah beaef ite to faalliaa and 
individuala. Such prograM have long bean accepted aa e legitimate public 
function^ becauae they dixectly neet obvious needa to piece e floor under 
the minlnun r nieni over goods and services which Americans will have. These 
progrsms axe becosiing Increesingly e Federel xesponsibility, rether than a 
Stete and locel ooe^ f or three reasons: 

. • Such benefits can often be distributed on the basis of 
objac*:iv«Iy determined personal characteristics, such as 
age, family size, and income, so that locel personalised 
administration is unnecessary. 

• There exe often large economies to be geined by centrelislng 
the eligibility and benefit determination functions. 

If Urge SteU-to-Stete differences in eligibility end benefit 
levels are permitted, uneconomic mlgretion could result, and 
difficulties of administration appear. 

The process of Vedere Using these functions is Aot, of course, complete, but the 
.pressures in that direction are clear from the recent history of Welfare Reform. 

Programs of this type appear in each major aree of the Department: 

• Eeelth: Hediceid and Medicare, and the proposed FHI? end 
NHISA. 

. Sducetion: Higher educetion eld to students. 

. Welfere: Sociel Security, Supplementel Security Incoms for 
the Aged, end Aid to FamllUs with Dependent Children* 

In the context of the principles of The New Federalism, progrsms of ass istence 
to families and Individuals occupy a key role* 

• When problems of need erlse, it is important to meet then 
in e wey which penilts decentrelisetion of choice, maxi« 
mm use of privete sector markets and suppliers, and 
simplicity at the Federel program level. 

• Progrsms of general benefit which provide cash or neer- 
cash generally fit these characteristics. This is obvious 
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In the cace of tocUl security or velfere; but even in 
Medicare or student aid, the recipient retains a vide range 
of choice of private suppliers of services, and the criteria 
for granting benefits can remain relatively simple. 

The Federal program decision thus is limited to the size of 
the benefit to be given each person; no decision on specific 
suppliers or (in the case of caah) specific goods and services 
need be made. 

If these assistance programs are to perform adequately their key simplifying 
and decentralizing role, however, it is essential that they be comprehensive 
in their coverage, adequate In their benefit levels, simple and understandable 
in operation, and sound in the incentives they establish for recipients. 

If they are not broad in coverage and sufficiently generous, 
pressure will be felt to add new programs. Very often, 
specific non-covered groups will press for narrow categorical 
assistance of a direct-service nature. When this occurs, the 
possible advantages of The New Federalism are lost. 

When the programs are not understandable, or they offer per- 
verse Incentives, public support for them is unlikely to be 
naintained, and their effects nay be harmful In unforeseen 
ways. 

Our examination of the programs of assistance to families and individuals in 
HEW has convinced us that li^yrovements are both possible and needed. In the 
three sections that follow we outline, in turn, our proposals for a new form 
of health insurance, a new program of assistance to students in higher educa- 
tion, and Improvenents In social security and welfare. 
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AN ALTERNATIVE NATIONAL iSALTH INSURANCE PROPOSAL: A MAXIMUM 
LIABILITY HEALTH INSURANCE PIAN 



The Naxinun Liability Health Insurance proposal presented In this paper 
arises from the recognition that the public's health concerns are doaln* 
ated by the fear that they will be ovemhelned by costs catastrophic 
relative to their Incoae, «nd that segnents of the population are not 
receiving the care they should solely because of costs. Through a 
MaximuB Liability Health Insurance program, one can devise a national 
insurance strategy which addresses these problem, is relatively simple 
and identifies a legitimate but not an overwhelming Federal role. 
Under the MLHI approach, all families would be treated equally with 
respect to their health insurance protection except to the extent that 
their health expenses and their ability to meet such expenses vary. 

The net add-on to Federal spending of MLHI depends critically on the 
structure of the plan selected. In the example provided in this paper, 
net Federal outlays for MLHI would be about $4 billion But to accept 
a stand-pat position opens the very strong possibility that if Congress 
accepts the NHIPA approach, it will add the many billions of dollars 
needed to transform NHIPA into a true universal entitlement plan with a 
coii^>rehen8ive benefit package. This could easily add $5 billion of 
Federal revenues to the $1 billion already allowed for under NHIPA. In 
addition, there would be several billion dollars added to the en^loyer* 
ei^loyee contributory portion of mandated coverage. By switching to 
MLHI. therefore, we would not only Introduce a more reasonable national 
health insurance proposal, but may in the process reduce the ultimate 
Federal price tag. 

Malor Probl — « with the Existing Health InaurinC» SYStem 

Lack of Adequate Financial Protection — Health insurance can 
be used to pay any type of medical expense, including services which 
are "routtn«"'in the sense that they are nearly certain to be incurred 
over some period of time. The largest dollar volume of both private 
and government-provided health insurance is "first-dollar*' coverage, 
providing benefits for the first di^s of hospital ^are and the initial 
bills of physicians and ancillary services. True, mo«t health Insurance 
plans require some minimw expenditure ($50 or $100) with cost-sharing 
of remaining expenses for physician and ancillary services in hospitals. 
With today* s health care prices, most families easily exceed these limits 
for fairly routine items. The excess, when collared to a family's income 
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or what the family pays for autoaoblla rapalrt or vacation Is far from 
financially catastrophic. Tharafor^^st of today* s health Insurance 
can ba labelled *'flrs^. -dollar" ccTverage. 

The largest financial health risk to a consuaer results when he suffers 
a serious illness or accident, and the costs of treatment are dispro- 
portionate to his resources. The illness itself aay severely Inpair 
his earning capacity, and it aay be necessary for hla to deplete his 
currant and future earnings to finance the care. And if loss of eaploy- 
■ent results, insurance coverage aay be lost entirely. Yet it is precisely 
the circuaatances of aajor illness that are unprotected by such of the 
insurance available today Issentially all private Insurance policies 
have A ■axlnra dollar limit on raiabucseMnts, coabinad with interior 
liaits on or exclusion of particular services » plus substantial cost- 
sharing provisions. Hedicare, the blg^st health Insurance program, 
liaits the aaximi nuabar of hospital days .tnd ig^EfiSS* cost-sharing 
requireaants for the longest stays covarad thus failing to cover those 
people aost In need. 

Whila there is a clear trend towards increasing the dollar limits or 
days covared under existing plans, it is an increaantal approach to 
a aaeh aora pervasive problaa. Medical. technology will* continue to 
add incraaaing nuabars of high cost procedures » which will leave aoat 
health inautanca plana with financial limits at least one step behind. 

In aany inatancas, therefore, present day health inaorance coverage 
is upaide-down in taxas of providing protection against risk. Mot 
surprisingly, this state of affairs creates soaa strange behavior. 
Consamsrs worry about t^e financial devastation of a aajor illness, 
and are unable to protect theaaalvee adequately against such a risk 
Concurrently, they pay large ^raaiuaa to health maurers for first* 
dollar coverage and feel they have not "got their aoney* s worthf' over 
a year if they fail to racaiva large rel^rseaent checks. The contrast 
with other typaa of insurance could not be aore extraaa**it is considered 
peculiar to find the hoaaow n er annoyed about not collecting on his fire 
insurance policy last year, or a faally lasanting it a lack of return 
on the husband' s life insurance* 

Lack of Univarsal Protection — Health inaurance stands out ae 
the major type of insurance protection which is critically tied to an 
individual* ' job* There are aany reasons for this, economies of 
group purchase, relative ease of purchase and substantial tax savings 
both to the individual snd to his employer. While these advantages 
are indsed real, the tying of health protection to employment has 
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Greeted iomk of the aoet eerioue probleM which the nationel heelth 
insurance debete ii eceking to reiolj^e,. In perticuler, our current 
heelth iniurence lyitem leevee ■•ny Billione of A^ericens with little 
or no finenciel protection egainit the high coet of receiving nedicel 
services. 

About four- fifths of the population under age 65 have som fora of 
private health insurance much of which is included as part of the 
"fringe benefit^* package offered to workers But anong those 
covered by private health insurance coverage varies widely Whereas 
over 90 percent of those earning in excess of $10,000 h»ve hospital 
and surgical coverage, for those earning less than $5,000 the proportion 
with such coverage is less than 50 percent. Protection against nedicel 
cost arising outside a hospital is considerably poorer for all incoM 
groups. ProbleM of little or no in-depth coverage are SK>st eerlous for 
five aajor groups: (1) those eaployed in lass prosperous industries 
or firM, (2) those with low average levels of w*g«« Mlftries, (3) smII 
firM which cannot avail theaaelvas^of lower coat group insurance, (4) the 
eelf-enployed, and (5) the unaaiployed who are not on welfare. 

The problcata of lack of protection are coapounded for those who have no 
fixed eaployar or who change lobs froa tie* to tim^. Alaost 75X of 
, today* 8 health insurance policies do not begin cover^e until after 30 days 
of e^>loy«ent, with aany withholding protection until after 90 days 
of e^loy»ent Hsny such plans also terslnate coverage slaultaneously 
with e^loyvent, although provisions are usually aade for benefits to 
be paid if the beneficUry is hospitalized at the tiae of termination, 
tlaited coverage is usually provided for soac additional period, if 
at tise of tarwlnetion the enrollee is sufficiently disabled that he 
cannot work. In addition, alaost all group pplidas allow the enrollee 
to convert to an individual policy when ha lawes the group (e^>loyMnt) 
In wost Instances, however, the preaiuM aas'jcUted wUh these individual 
policies are far in excess of Uioaa charged while the Individual was a 
neaber of the group. 

Therefore, the current health Inauranca aysuea provides the poorest 
financial protection against health expenses for those least able to 
afford theei. It U axtraaaly difficult, aven for tiie average 
wyrker to insure hlaaelf when he is healthy and earning a decent 
Incoae agalnat the possibility that In the future he could face the 
loss of his Job and with It his insurance Just et the tiae he aost 
fi^s protection against very high cost aedical bills Failure to be 
able to transport his health insurance protection froa Job-to-job also 
acts to restrain Job aobility which aay be beneficial both to the 
worker and to his eaployer. 
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Alongside these fonnel eoploywit-related Insurance mechanisms, a 
rough-and-ready sort of "catastrophic" social insurance system does 
operate. Hany destitute Aaerlcans hVve been able to obtain some 
medical treatment, largely financed In peat years by unpaid bills 
of patients and today primarily by State-run Medicaid programs But 
■any others, equally Impoverished by large medical bills, do not 
qualify for Hedlceld assistance. Society has long attested to be th* 
insurer of last resort, but the present Institutions are only effectlv 
when the Individual's family has been reduced to Indigency 

Problems with the National Km^lth ^surance Partnership Act 

^! drafting its National Health Insurance Partner- 

ship Act (NHIPA) attempted to design a compromlai. plan which maintain^ 
■ost of the features of the existing health insurance system «nd extended 
basic coverage to many segments of the population m>t now protected. As 
part of ongoing HEW staff work, the external criticisms of NHIPA have 
been analyse^ Thmy indicate certain deficiencies that we or the 
Congress will have to address if a true system of universal entitlement 
is to be constructed. Briefly, these concerns fall in the following 
Categories. ^ 



o :ne basic FHIP and NHISA programs will not cover 

over II million families and A million other individuals 
who either work for small employers, are self-eiwloyed 
or unemployed 

o To provide universal protection will require the 

•atabliahment of a complex and inherently difficult- 
to-administer system of "pool" coverage. 

o The total cost of providing pool coverage will 
approxlMte 10 billion dqlUrs How the burden 
of these coats will be shared between premium 
payments, subsidies by other insurers or a Federal 
payment has not been resolved. 

o FHIP and NHISA, in combination with Medicare, a 

residual Medicaid program, private health insurance 
and special pool coverage creates the general ii^>reasion 
of an incomprehensive and non-equitable system of 
national health insurance 

o The benefits under FHIP (limited as they are to 30 in- 
patient days of hospitalication and 8 outpatient physician 
visits) would leave many low-income families unprotected 
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flmncUUy. NHISA provide! better catastrophic 
coverage but is nonetheless limited to benefit 
payments of $50,000 per individual with a $2,000 
per year replenishment. 

o Too much en^hasls continues to be placed on paying 
for health bills which families can realistically 
budget . 

In addition, by ottndatlng health Insurance coverage through the 
employer, the following additional problems are created: 

^ o The proposed system of financing would-be regressive 
In Its Incowe distribution effects. NHISA would 
be financed by a fixed tax per es^loyae without 
regard to his earnings. The benefits ^ too, are 
regressive, since the deductible and cblnsurance 
structure Is not related to Incoae. Thus, the 
cost-sharing provisions would cause the low-Income 
population to reduce their utilization more than It 
would the hi^-income population. (A deductible 
of $100 on physician visits will have a greater 
effect on the conauaption pattern of someone who earns 
$5,000 annually than it will on someone who earns 
$50,000.) 

o The economic effect of mandated coverage on the labor 
market ^s Identical to an Increase In the mlnlauai 
wage of an amount equivalent to the e^loyer*s share 
of premluma (estimated In 1974 to amount to 12c per 
hour)* The dislocation Is greatest on those marginal 
workers who ars at the alnlmRm wage. A strong equity 
argument can be aukde that, if the Federal government 
wishes to mandate coverage. It ought to help pay 
for It. 

0 Under IIHtSA. ttie ei^loyee is faced with having a 

new Insunnca policy every time he switches jobs snd with 
potential lapses In coverage between jobs. Each time he 
changes ai^loyer, he faces a doplicata sat of deductibles 
and the exclusion anew for six months of pre-existing 
conditions * 
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THE ADMINISTRATIOK'S NATIONAL HEALTH INSURANCE PLAN: 
' ^ A REASSESSMENT 



Introduction 

The Administration proposed the Netional Health Insurance Partnership 
Act (NHIPA) because substantial segments of the American population 
vere without adequate health insurance protection. NHIPA has two 
parts, the Family Heelth Xnaurance Plan (FRIP), a Federally-financed 
program for low income families, and the National Health Insurance 
Standards Act (NHISA) for employed populations. The design of NHIPA 
incorporated two major objectives: (1) integrating FHIP with the 
Administration's welfare reform proposals, and (2) building upon the 
existing system of private health insurance. 

NHIPA containf many desirable features that are absent in competing 
proposals: 

o It would build on and improve the existing and 
highly successful system of private group health 
insurance . 

o It would improve Medicaid by replacing the State 

program for the AFDC welfare population by a national 
program. 

a» It would provide a favorable environment for evolutionary 
^ changes In fhe delivery system, particularly with regard 
to, HHO growth. 

o It hae a realiatic coinsurance and deductible structure 
that would encourage coneuaier cost consciousness. 

o It would extend coverage to many millions of Americans. 

o It dees not require major new Federal expenditures. 

As part of ongoing HEW staff work, external criticisms of NHIPA 
have been analysad. We believe it prudent that these criticisms be 
given thouglitful rsviaw within the AAiUnistratlon. Consequently, 
we have engaged in simultaneous efforts to seek reawdies to any 
def icienciee in HHIPA and to develop a substantially different approach 
to national health insurance. The deficiencies are discussed below 
under four headings: (1) lack of universal entitlemsnt, (2) noncoapr^- 
hensivenesa of the benefit package, (3) the perpetuation of a patchwork 
system, and (4) adverse economic consequences. 
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L*ck of Unlvufil g«f<fi>— «y 

NHIPA c<»bined with Medicar* and th« raildual Medicaid program would 
fail to cover over 40 nillion people, although loae of theee vould 
purchaie iniurance privately. To achieve univerial entitlement, the 
following wcaiurei would have to be taken: 

1. FHIP would have to ba axtendad to low incoae lingliia and couplee 
rather than being reetricted to faniliee with children. The eetiaated 
1974 coit of lo doing would be $1 billion. 

2. The problena of continuity of coverage for caployeei between jobs 
would have to be addreaied. Under MHISA, ae drafted, an individual who 
becoMi teoporarily uneaployed batween jobe ie either uncovered or 
mult purcbaae a policy from the pool (aeauming the NUISA pool propoeal 
is made workable). If he does take out pool coverage, in order to be 
insured during a short vacation or period of frictlonal unemployment, 
he has three policies— from the old civloyer, the pool, and the new 
employer**in rapid seqtience, with all of the. attendant paperwork 

and inconvenience. Furthermore, with each new policy, he faces a new 
set of deductibles and the six mmth esEcluelon of coverage for pre- 
existing conditions. 

3. Provisions would be required to protect the enrollee against 
HMO insolvency. Insolvency on the part of a self 'insuring employer, 
and the failure of an eqiloyer to pay prealums. NHISA as drafted 
adequately handles carrier insolvency but not the other three situations. 

4. The pools provided for In inOSA would have to be subdidised to make 
them woricable. Theae pools would offer the baelc MHXSA plan to small 
employers, tht. i^lf -employed, and the unemployed who would not be covered 
by govenmMntJ&prograM. It is generelly recoyilsed that* in the absence 
of a subsidy which would permit pool rates to be reasonable, all but a 
handful of Individuals with the worst medical tlska would opt out of 
pool coverage, and the prices that the pools would have to charge would 
be priAlbltlve. If the pool premluma were set at 25 percent over the 
rates ^ private Insurers char^ large employer groups, the resulting 
subsidy from outside the pools #»uld be around $2 billion attni*ally» and 
an enrolled family would still have to pay $500 annually for coverage. 

If the pool rate was 10 percent above the large group rate, the resulting 
subsidy would be $2.6 billion. 

5. Mechanisms would be needed to cover short-tem employees through 
a plan having an employer contribution. The short-tem employee-*one 
who has not worked the prerequisite 350 hours for a single employer 
would not be covered by NHISA, and short-term employees are far less 
likely to have health Insurance than long-term employees. 
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in suninary, NHIFA vould leave uncovered some of those in greatest 
need: low-income singles and couples, the persoa between jobs, the 
salf-enployed, and the marginal employee who Is not d me«ber of a 
strong union and who does not hold a steady job. Many of these 
persons will not buy Insurance from the pools because of Its high 
premiums, coinsurance, and deductibles. 

Woncomprehenslveness of the Benefit Package 

1. NHISA and 7HIP currently exclude outpatient drugs, mental 
Illness benefits, and dental care. Furthermore, home health 

care and active treatment In extended care facilities are excluded 
from KHISA. 

2. FHIP coverage Is limited to 8 outpatient physician vljlts »ad 

30 Inpatient hospital days annually, which creates a two-tiered Insurance 
system— a restrictive one for the poor and another, more generous, one 
for the nonpoor. Providing the current NHISA benefit packaga to the 
FHIP population would Increase Federal outlays by $165 million. 

3. NHISA has an upper limit in lifetime benefits of $50,000. 
At the first-dollar end of the scale, while the cost-sharing is 

hl^ for lowlncome families, it provides coverage for other families 
who could realistically budget for routine expenses. 

The Perpetuation of a Patchwork System 

1. HHIPA is difficult .to utkderstand, particularly for the general 
public. 

2. Because it does not achieve universal entitlement to a comprehensive 
benefit package, a patchwork vystem of benefits would be generated, and 
Congress would find it tempting to enact further pleccMal remedies. The 
1972 Social Security Amendments offer two excellent illustrations of 

the process. Medicare was extended to cover individuala receiving renal 
dialysis byt not other cataftrophic diseases. It w«s also extended to 
cover persons irfio collect disabilicy insurance from Social Security, but 
with a 24-month waiting period. The rationale for the wftiting period 
was purely budgetary, and fever the next few years Che waiting period 
will likely be reduced or elljainated, since the time of greatest medical 
and financial need is shortly after th« onset of disability. These 
attempts to fill the most visible gaps are inevitably expensive. 
(Eliminating the 24-month waiting period would cost over $1 billion 
annually. ) 

3. NHISA has forced WBdt to confront the whole issue of voluntarism^- 
i.e., whether individuals should be required to obtain coverage— which 
would be moot under a Federals-financed system. Many individuals who 
do not receive the employer contribution will detetmine that they 
cannot afford MHISA coverage privately or from the pools. This leaves 
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society vlth the dllennA of whether to help someone who, sfter felling 
to obtain coverage, suffers e flnenclelly cetestrophlc Illness, a 
burden society has traditionally assumed. 

Adverse Economic Consequences 

Employer mandated health Insurance coverage vould have the following 
economic effects: 

1. The Income distribution consequences would be regressive with 
regard to both the financing and to a lesser extent, the benefit 
structure. NHISA would be financed by a fixmd tax per employee 
that Is unrelated to earnings Thus, the proportion of earnings 
that would be devoted to NHISA premiums would be greatest among low 
Income workers « The burden of cost-sharing would be regressive, since 
the deductible and coinsurance structure Is not related to Income. The 
cost-sharing provisions would cause the low- Income population to reduce their 
utilization more than It would the hl^-lncome population. <A deductible 
of $100 on physician visits will have a greater effect on the consumption 
pattern of someone who earns $5,000 annually than It will on someone who 
earns $50,000.) 

2« The economic effect on the labor market of mandated coverage Is Identlal 
to that of an Increase In the minimum wage of an amount equivalent to the 
cnployer's share of premiums (estimated In 1974 to amdunt to 12c per 
hour) . The dislocation occurs for those marginal workers who are at the 
minimum wage* A strong equity argument can be made that. If the Federal 
government wishes to mandate coverage, it ought to help pay for It. 

3. Since small employers as a group offer their employees less generous 
health Irsurance benefits than large eaployers, they would be most affected 
by the requirement to offer a mlninum benefit package. 

Conclusion 

NHIPA was Intended .to have a low Impact on Federal outlays. As 
structured, the additional Federal outlays would only be around 
$1 billion in 1974, Including the offset that results from terminating 
the Medicaid program for the AFDC welfare population. In actuality, 
HHIPA could prove to be a good deal more expensive. It Is unlikely that 
Congress would enact a program that does not camt considerably closer 
than NHISA to achieving universal entitlement Including covering low 
income singles and couples, providing for the subsidy to the pools 
necessary to make them operational, and liberalizing the benefit package, 
particularly for FHIP. These three extensions vould add $4-5 billion 
annually In Federal outlays. 
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In view of sone of tl^c problems with HHIFA, a ntw approach %mrrants 
consideration that would: 

o Provide univeraal and continuoui coverage for a broad 
rauge of medical aervlces. 

o Cover onlyexpenaei for which the family cannot 
realistically budget. 

t > 

o Have budget effecti that ere coniiitent with the 
fiscal pressures of the 1970s. 

o Avoid adverse economic consequences, including 
reliance on employer mandated coverage. 

o Institute cost consciousness in a realistic manner. 

o Provide opportunity for both consumer choice '"v! for a 
strong insurance market. 

o Avoid the edmlnistrative complexities of HHIPA. 

As an eltemative to MHIPA, a sample plan has been developed, called 
Maximum Liability Health Insurance OOiRX), which would replace 
the current Nediceid, and potentially the Medicare, programs. 
MHLI would provide cetes trophic coverage to all Americans and would 
be financed by « progressively scaled surcharge on the personal 
income tax. Thus, low income families might pay $5 annually for 
coverege» end rich families $1200. 

Under MLHI, the amount of the cost sharing would be related 
to income. A family of four with an income of $5»400 would have 
a aeximum liebility of $540 or lOX of its income* while a family 
earning $50,000 would be lieble for $7,500 in expenses or 15% of 
Its income. Since the everege ennual medical expense for a 
family of four is eround $1,000, fewer than 20X of American femllles 
will have claims peid under HLHI. The sele of private supplementary 
insurence to pey pert or ell of the HLHI cost shering would be 
encoureged, thus, preserving most of the functions of private 
heelth insurance. 
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o NHISA vould fall to cover short-taim workers, who, 
among employed populations, are perhaps the moat 
In need of Insurance. Althou^ a system could be 
devlsad to cover short*tem workers, It would 
necessarily be administratively very cooplex. 

o Because NHISA coverage is not mandatory, Individuals 
may voluntarily not select such coverage or pressure 
might be brought by tha employer not to select coverage, 
leaving the problem of caring for the Individual who 
later does face high or catastrophic expenses. 

Both tha nation's long-axpressed concam to make health care aTallable 
when Individual resources have bem eidiausted and the failure of 
private markets (and govamment Hedlcmre policy) to provide complete 
major risk protection make a compelling case for national Inejrance to 
cover financially catastrophic health risks. Since some degree of 
last resort protection would otherwise be provided by government, It 
Is important to make catastrophic health insurance compulsory to 
avoid having some persons decline premium payments but later become 
medically indigent cases for government support. This cc cept is 
at the heart of the Maximum Liability Health Insurance plan which is 
discussed in the next section. 



Altemativq Proposal » »Maxlmum Liability H >« ith Insurance 



As an altematiye approach, this paper suggests a Maximum Liability 
Health Insurance (MLHI) plan which has the following attributes: 

o provides all Americans with financial protection 
against those, but only Chose, health risks which 
exceed their ability to pay 

o simplifies national health insurance systems 

o separates major health insurance coverage and 
its fipAcing from employment consideretions 

o removes all personal and corporate income tax 
subsidies for health insurance purchases end 
normal health care expenditures 

o eliminates the Medicare peyroll tax 
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o f Inancat the program through Federal general 
revenues 

o refoms the existing Medicare lyitem 

o eliminates the current Medicaid program 

o relies on private health Insurance companies 

acting as either financial agents or underwriters. 



The Basic Design — The Maximum Liability Health Insurance 
plan has two basic properties: (1) Its coverage Is universal and 
therefore not directly connected with the labor market; aid (2) It ^ 
protects a family or an Indlvldtial only against those financial 
risks which would substantially alter their lifestyle. 

As envisaged here, MUll would cover all U.S. citlsens and would be 
financed from general revenues. Its universal coverage and coi^ulsory 
financing features stem from the fact that: 

o society has decided to provide some type of 
last resort protection to all, when they have 
become sufficiently destitute; 

o most persons would voluntarily purchase such 
coverage if available at reasonable rates so 
that required financial participation is 
generally 'acceptable ; 

o significant economies are realised by universal 
enrollment. The expense of collection "premiums" 
via taxes is Ins igpif leant, and statistical 
pooling of risk is achieved by enrolling everyone. 

o serious discontinuities In coverage arise when 
such health insurance is voluntary and tied to 
the Job market. The people In greatest need of 
health care and widi the fewest resources to psy 
for it are not covered via regular employment . 

Compulsory Federal insurance has precedence in situations in which 
rare but financially ruinous risks can occur and Issd to subs eque nt 
government assistance. The most recent example is the requirement 
that all FHA home loans carry flood insurance in flood-basin areas 
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of the country. Adopted efter the veakneeeee of Federel relief to 
PenntylvanU vlctlae of hurrlcene Agnee.becane epperent, thlf policy 
will In tlae effectively ellnlnete one type of cetegorlcei progreae-- 
flood dleester relief. 



Hoet health Ineurance plane offered today, and even the Adalnletretion^s 
Netlonal Health Insurance Pertnershlp plan, Implicitly determine e rlek • 
to be of cetattrophlc magnitude If It require! certeln quantltlee of 
•ervlcee (e.g., days of care or level of expense) Indepeof'ent of the 
petlent's rssourcet. In the Maxlimim Liability Health Insurance plan, 
financial risk Is considered to be best measured In reletlon to the 
financial resources of the family. To a mlddle-lnoome family, medical 
bills of $1,000-$1,500 are serious though manageable, particularly if 
credit arrangements are available. But to a family in poverty such 
bills are devastating. Therefore, in setting the *«t liability 

levels it is important to relate them to the family's ability to absorb 
them. ' 



There are, however, several special probleM relating to coverage 
of the poor and the aged. These are discussed in a later section of 
the paper. In the remaining portion of this section, the MLHI benefit 
package is discussed in some detail and possible administrative 
mechenisms Are explored. 

MLHI benefits — The benefits which would be included in MLHI are quite 
comprehensive. Above the income-related cost*sharing, MLHI would pay 
the full cost of hospital room and board, surgical and medical services, and 
ancillary ssrvices. This aspect of MLHI would be similar to the full pay* 
msnt feature of the high option Blue Cross/^lue Shield plan available to 
Federsl employees. MLHI would also pay for horns and office physician 
visits and as^ulatoxy health services provided by recognised institutions 
or providers, including hospital outpatient departments* 



The most comprehensive or convmntional insurance today has a i 
lifetime benefit. In constraat, beyond its cost-sharing provisions, 
MLHI would pay the full cost (each year) of all covered services 
without limit. Services such es prescription drugs and dental care 
would be covered; dental care would be limited to non-routine services 
(e.g., oral surgery resulting from an accident). Family planning 
services and well child cars also would be included. 



Two areas stand out in any health insurance proposal because of the 
difficulties they present--mental illness and long-term care. Long 
term care is dealt with in detail below since its provisions involve 
other coverage under MLHI and cut across all diagnostic lines. 
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All active tr««tnent of aental lllnett would be covered under MLHI. 
Thle includee both inpatient end outpetlcnt cere, end the eervlcee 
provided by phyelclene, peychologlicii*end eupervleed pereprofeeelonele. 
Purely cuetodlel cere would 'continue to be the reeponelblllty of 
indlvlduels end of Stete end locel govemaente. It ehould be noted, 
thougli, thet most Indlvlduele enf ferlng fn» aentel lllnete do not 
require long-term cuetodlel cere. Trende In utlllsetlon of inpetlent 
fecllltlee heve chenged dreaetlcelly in recent yeere, lergely beceuee 
of the wideepreed developaent of coMunity-beeed delivery eyetenw for 
nentel heelth eervlcee. While edaleelone to Stete end county aentel 
hoepltele heve increeeed 9.2 percent between 1969 end 1971, the end 
of yeer resident populetlon hee actually decteeeed by 17 percent. 
We ney, therefore, conclude the'.; the bulk of all long^texw cere end 
■entel health eervlcee would » by their present definitions be covered 
under MLHI. 

The problen of including long-tem cere under HtHI is one lergely 
concerned with providing long*teni seBl*skilled services with both 
■edlcel end non-aedleal eepects. Many pereone, perticulerly the eged, 
dlsebled, and mentally retarded ete In need of care which is less 
coeipr^enslve than that provided in a hospital. Yet they require 
institutional eervlcee. Because of the hlg^ cost of euch care, the 
MLHI progrea would estebllsh e lorj-tera cere benefit thet would 
aeke certeln thet the heelth needs of such persons ere mt but with- 
out coverege of cuetodlel care thaj is not a medical service. When 
the Medlcere progcea was being esca)>llahed, it faced e similer 
problem. The avalleblllty of extended cere services would often 
el low e patient to be shifted from mora costly inpatient hospital 
care Into less expensive extended care. 

The long-term care package under MLHI mould cover that care provided 
by e skilled nursing facility, la. , services provided directly by 
or requiring the supervision of, eklllad nursing pereonnel; or 
skilled rehebllitatlon services* which the patient neads on e daily 
basis* and which as a practical matter can only be provided In a 
skilled nurelng feclllty. This plan would have the advantage of 
evoidlng payment for custodial care, but would cover aedicelly 
neceesery long-term care. As under M edi c a r e, a person would have 
to be en inpatient in a hospital for at least three days before 
he would be eligible for admission into a skilled nursing facility. 

The mejor d f ference between the MLHI and Nedleare benefits would be 
in the length of the benefit period. Medicare now provides for 
payment of up to 100 days par benefit period. MLHI would cover 
without limit, the ntmiber of euthorlxad medioally necessary days 
(including both hospital and nursing home stays). An MLHI utilisa- 
tion review conmlttee, or the community's Professional Standards 
Review Organisation (PSRO) would work with utilisation review 
cosnittees alreedy existing for the hospital end skilled nursing 
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f«clllty. Prior to admliilon and •gain at periodic lnt«rv«lt, thlf 
cotMlttM would rcvlcv th« patlant* and decide irtiether further 
treatment If neceaaary In the current aetting. It May recoMend dla- 
cherge, cere for e f ew nore daya, continued coverege, or tranafer 
to e different levelof care. If It auggeata a continuation of benefits 
(and there la no objection from the inatltutlon* a utilisation revlev 
coovittee) the petlent would continue to atay in the facility. Such 
e coHBlttee would help to limit unneceaaary ateya in the aklUed nuraing 
facility (or unneceeaerily long ataya in the hoapitel) , well es 
nonitor the utillMtion of the health care purchaaad under HLHI, but 
would allow thoae patienta who nead extended care to continue receiving 
it In either a hoapitel or e nuraing homt. It la inportant to note 
thet while each eraa or hoapitel and nuraing hoaa would have their own 
utiliaetlon review procedurea, MLHI would eateblish an overall review 
coMlttee to exerciae overell coordination. 

The M.HI prograa ahould elao provide for hoae health aervicea in e 
manner almilar to Kedicare, It would offer up to 200 hoae heelth 
vlaita per apell of illneaa. 

Certeln long-term care aervicea, primarily cuitodial, auch aa thoae 
provided in an intermediate cere facility are currently aveileble to 
Hediceid benef Icier iea but would not be covered by MLHI. Today 
rpughly 30 percent of Hedicald expenditurea ere for long^texm cere 
of ell typea. Under HLHI, the abolition of Hediceid will in effect 
provide Stetea with new revenuea, allowing them to maintain end 
increete their current expenditurea on long-term care not provided 
by MLHI. 

Adminiatretion — There are eaaentially four aMthoda of 
edminiatering an MLHI plan. 

1. Completely Paderellv-riyt Svatam Eligibility 
atandarda and claiaw proceaalng done by Federal 
eaployeea 

2. Intermediary Approach - -A Federally-regulated end 
controlled ayatem with private companiaa reaponaible 
for clalma proceaalng and most contact with providera 
(current Medicare approach). 

3. Private Underwriting Approach ->Eligibilitv atandarda 
eatebliahad Federelly with very limited Federel con- 
trol on the day-to-day operetlon end undatwriting 
ectivltiea of Federelly-certified privete carricra' 

4. Mandated Covereae — All Americena required to purchase 
apecified coverege from privete cerriera. 
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„n the ■plrlt of building on the capacity of the exiatlng health 
insurance ayBtem and In order that the MLHI plan, paid for by Federal 
general revenues, will provide protection to all Americana, options 
1 and A are ruled out* 

Option 2 would be alniilar to the existing Medicare program and that 
proposed for FHIP. As fiscal agents of the Federal government. 
Medicare Intermediaries are required to carry out rules and regula- 
tions established by the Federal government. This has had the advantage 
of putting the might of the Federal government behind certain desirable 
changes in the way providers operate. It has had the disadvantage of 
requiting the private carriers continuoualy to change their operation 
pollci<P'.s as new Federal directives are issued. 

As an altemativa to the private/ intermediary approach, the following 
pri^^ate underwriting system is suggested. The system outlined below 
is just one of several which could be devised to mike maTlmiim use of 
the private health insurance undcnrrittng capacity. While still 
wiintalning the basic outlines of the MLHI approach. 

Outline of a private/ underwriting MMaystcm* - 

o Federal govemaent establishes eligibility of each 
family for MLRI coverage using previous year's 
Income tax return and records on income assistance 
and other tranafer payments 

mechanism established for individuals to 
report a major change in Income clasti (up 
or down after filing of Income tax return) 

o MLHI voucher is sent to each family to be redeemed 
either through an ei^loyer or individually with e 
government-certified private health Insurance 
carrier. Thie voucher designates the family as a 
a medl>er of e particular income class. 

o A limited nwber (perhaps thres to ten) privete 
insurance coepanies hfould be certified to sell 
^ MLHI coverage in each erea. Csrtification would 
^ ^ be based on financial solvency, past performance 
and quoted rates. * 

o Private insurer informs Federal government of the 
niaebar and types of individuals (siss of deductiblSt 
eges, family size and region) to be covered under 
its program. 

--Individuals also inform government es to the 
compeny providing this coverage. This acts 
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both AS A check on the accuracy of the Inturer* s 
stateaent as to the individual for whom he is 
providing coverage, nnd assures that all eligibles 
receive coverage. 

o Governaent negotiates a yearly premium rate with each 
insurer based on the group it covers. 

o All future contact is between individual (employers) 
and private insurance underwriters. 

' o Individuals can petition government If private insuror 
fails to provide stated coverage. 

o Government establishes a permanent staff to concentrate 
on those aspects of health insurance which cannot be 
handled by each coapany alone, such as 

— level of benefits 

—procedures for effective utilization review 
—mechanism for minimizing cost escalation 

Before selecting the preferred administrative approach it is Inportant 
to determine irtiether all families should be income-tested each year. 
The private/underwriting approach assumes that the Federal income tax 
reporting system, plus the system deaignad to determine eligibility 
for income assistance, could be modified relatively simply to provide 
MLHI vouchers. In essence under such an approach all Americans would 
be income-tested «ach year to determine their MLHI eligibility. 

As an alternative* families could be given a form to be filled out and 
retained by them indicating their likely MLHI eligibility level. Oily 
in cases where the fsmily estimated that they had exceeded the deductible . 
level, would they contact the government and request MLHI payments. This 
would substantially reduce the nuabcr of families reporting each year. This 
latter system would not require the use of private carriers underwriting 
the plan. Private insurers could still function, however, as fiscal inter- 
mediaries. Under both systems, many of the paymsnts will be made after 
the fact and therefore directly to the individual. 

The vouchers system depends critically on the ability to use the Federel 
income tax reporting system with few Modifications. If this is not 
possible, and a new income reporting system is needed,, there seems to 
be little justification in not using the Intermediary approach with 
eligibility verified only for thos> asking for MLHI payments. 

At the writing of this paper, we are withholding recosnendlng a 
preferred approach pending an analysis of what modifications would 
be required of the existing Federal Income tax reporting system. 
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iMpact on the Conmaer 

K c(»plete policy for national health Insurance, while prlaarlly an 
IcetruMnt for protecting the individual or faally egalnet the risk of 
tmueually coetly care and financing Its purchase, should: 

o enable persons to hudgst thslr health expenses 
without aajor disruption to thslr living standard 
or restrict thslr use of needed medical csrs; 

o encoursge both constnars end providers to achieve 
sppropriats levels of health cure utlllsatloa. 

Large nwbers of enployess, directly or .ov^ bargaining agents, 
todsy elect "hl^ option" health Insurance policies when given the 
choice of aore liaited coverage, the high option plans typically 
Include both greater protection against very large eacpeneas and 
rsi^rscaent of a greater proportion of first -do liar health expenses 
than is available throu^ low option policies* This preference for 
•ore coe^rehensive coverage reflects at least four separate factors: 

o deMnd for catastrophic protection 

o the tax-free nature of fhs health insuranca preaiiuM 

o Ignorance of the true risks and real costs of Insurancs 

o ths convenience of having e»st health bills paid by 
another party. 

ttoxiam LUblllty Heelth Insurance will satisfy the first need* idille 
full taxation of prealvHS will ellow consusMrs a neutrsl choice of 
additional Insurance or othar goods and services. Hechanisu to proMte 
infoMd dsclslona about supplr««ntary insuraaee and to provide alternative 
tteans of budgetli^ health expenses could be developed es part of a 
national health Insurancs strategy. 

■udfting Health ftpanses A aejor advantage of the MLRI 
approach to national haelth insurance is the siaplificstion 
of privets sttppleMntal insttranea policies that would result* 
With en eeslly undsrstood aavlaw expanse guarantee froa HI£I« 
consuBore would be auch better ^le to evaluate the benefits 
offered by privets policies in tana of the feaily*s potential 11- 
^lllty for health care expanditures. Decleions about purchasing 
supplea enta ry insurance would be reduced to a coa^rison of how auch 
dollar coverage is provided* how anch cost-sharing raaaias for fiMlly 
payaent» and the praslw expanss* to lie las of coapeting coapanies 
could be easily and directly coapared* MAtti a guaranteed 
aaxlauB liability* eooauaere would be rslievad of the continuel urge 
to buy aora coverage against potentially unllaitad risk. 
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W« expect e lerge continued demend for Ineurence that luppleMente 
MLHI. The econooiet of enployer-releted group ineurence would con- 
tinue to generate subetentlel buelneee. Beceuee of the Inherent 
eiapllflcetlon of personal health expense risk resulting fron the 
MLHI-type plan, detailed reguletion of the tenu of private Insurance 
riiould be unnecessery. It would be highly desirable to pess e 
netlonel Truth«ln-Znsuranca Act, requiring standardized presentetlon of 
key cost and benefit data, such as totel annual prcalus, averege benefits 
peld, everege cost-shering payaentSy and werl— liability, as well es 
any lialts on eligibility or specific services. 

Beceuse the MLHI plan hee an incoae-related deductible, it will be 
necessery for tho« desiring supplenental heelth insurance protection 
to purchase such coverage in the for* of specific increaents of 
filling in the deductible anount. Insurance coi^anies would probebly 
have to s.ell such coverege in, sey, IncrcMents of one or two hundred 
dollers, woving up to the mf^im^,^ level of the deductible of the NLHI 
plen selected. Eiiployees would be given e for« vhich Includes ell the 
tpossible c^inatlons that they could select and the prices of each 
segment. This epproach would be sladler, elthoug^ nore conp Heated, 
to Chat uaed to purchese term life insurance for enployees based on 
their annual wage. A group policy is written, but the eaount varies 
with each ei|>loyee. The eaiployer could subsidice such coverage by 
e fixed doller aaount or» if ha wiahes, have the aaount Increase 
with the earnings of the worker. Much of the edvinlstreive cost 
swings of group coverege still could be realised under such e plen. 
All preaiuM, whether peld by the individual or his eaployer, would 
be fully taxed* 

CoHplete insurance is particularly coetly because nost of the time 
it is peying bills which occur elaost routinely. On the averege, s 
feaily will find its health costs lowest if it fully self-insures ell 
heelth expenses not covered by the catastrophic plan. (Exaaple I) 
In doing so, however, it exposes itself to sosm uncertainty about 
what those costs will'l>e frtm one year to the next. Suppose that HLHI 
were to guarantee that its total health expenaes could not exceed $1000 
in eny year. Suppose further, thet without any suppleaentery insurence 
the faaily*s total health expenses would average about $450. But that 
es the proportion of the faaily*s bills paid by insurance increased, its 
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purchAie ot health care servlcef alto increased (due to the fact that 
soft of the care wae ee«entlally freyat tine of purchaee.) If It 
budget! for avarage expeneee of $450, It vould be expoied to possible 
further expenses of up to $550. 



EXAMPLE I 
No Stipple»ental Coverage 

Self-Insurance of all health expenses 
below the nexlnum liability level of 

$1000 



Total Health Expenses $450 

Paid by Insurance ... $ 0 

Insurance Prenlun 0 

Out-of-Pocket 450 



This risk can be substantlmlly r^uced at relatively low cost If a 
suppleaentary policy with a slgnif Icsnt deductible Is purchased. By 
payment of about $180 prealum (Exei^ile II) the family would fully 
Insure expense* betwaen $500 and $1000. However; Its average health 
expenses would Increase to $500 or $50 nore than If It carried no 
Insurance as In Exaaple I. Many f sallies would find this Increased 
protection worthwhile, budgeting ebout $320 for out-of-pocket expenses 
and $180 for preniums. th% uhbudgeted risk Is then reduced to $180. 

EXAMPLE II 
Partial Supplewentarv Coverage 

Partial supplenentary Insurance, 
covering all expenses froa $500 
to $1000, with a $500 deductible. 

Total Health Expenses $500 

Paid by Insurant . . $150 
Insurance Prealua 180 

Out-of-Pocket 320 
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CoDDlete certainty about health coiti with no out-of-pocket expencet, 
it diipleyed in ExM4>le III. By peylfig e $650 premiuw, the family 
reduce! the variation in health expenfes to zero. Since such full 
protection increaief the average health bill above the no iniurance 
amount by $200 per year, many infomed contuMrs are likely to 
regard thii amount as excessive, especUlly When conpared with 
the partial insurance of ExaiH>le II, in which total health expendi- 
tures increased by only $50. 



EXAMFI£ III 
Co^lete First-Dollar Coverage 

CoD^lete suppleaentary insurance, 
covering all expenses from $0 
with no cost-sharing 

Total Health Expenses 

Psid by Insurance . . $540 
Insurance Premium .... 
Out-of-Pocket 



$650 

650 
0 
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Because mmxy fBell bllle ere peld under flret-doller coverege, ednln- 
letretlve coete ere high (In ficeaple XX end XXX, e 20 percent edalnle- 
tretlve coet fector le used to ooapute Che ineurence .preeilua) . In 
Exeaple III, everege spending for heelth cere '<Mlde froa edalnlstre- 
tlve costs of heelth Ineurenee) Is eesuaed to rise by $90 ebove the 
no Infurence rete of $450. Ihle increeeed spending le Included to 
edjust for the likely possibility thet «hen the coet of cere Is 
reduced to eero et tiae of purcheee, feallles vlll use nore cere 
then they would If they peld the full cost. 

In piece of Insurence to pey routine expenees, tw types of budget- 
ing ney be considered. A heelth credit cerd epproech with som 
degree of Interest eubeldy or default guerentee, would ellow petlents 
to spreed expenses over e reesoneble poet -Illness period when earn- 
ing cepeclty hes been restored. The credit cerd service could be 
prlvetely provided* es a new line of business for present lenders 
end perhaps heelth insurere, with provision for FHA-type Interest 
esslstence end guerentee. A second Aeehenlsa, e health sevtogs 
eccount . would encourage the coneuaer to aeke aonthly peyaents Into 
en eccount with beleneee held In eeerov for heelth expenditures. 
f\inds not spent et the end of e yeer could be wlthdrewn or left on 
deposit, et the consuaer's choice. 

For the population receiving incoae eeslstence* the provision of 
en eecrow eccount Is easily accoBModeted Into the aonthly check - 
writing procees. For the e^loyed populetlon, such en eccount 
could be established through the eaployee*s peyroll office ee en 
eltematlve, or suppleaent, to deductions for eny eupplenentery 
Insurence. 

A policy idilch proantes develope«nt of budgeting aechenleas In 
conjunction with catastrophic Insurance protection hes laportent 
cost-reducing affects on total heelth expenditures. Coneuaers 
who seve end, when neceesery» borrow to aeet SMller aedlcel bills 
evold the edalnlstretlve costs of third-party ralflbursesMnts. 
These costs, for the reletlvely saell expenditures covered by sup- 
pleaentel Ineurenee, cen be e lerge proportion of the totel bill. 
In eddltlottf elnce coneuMrs will In aost ceses pay the full price 
of cere for the routine services they use, the tendency to use un- 
necessery enounts of cere Is checked by the consuaer's own pocket- 
book. 
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UtllU«tlon of Uv " 1h«r« «rt two tldM to the utllUa- 
tlon coin! OadOTtt t 1 1 !«• t Ion of moitm or Imi routln« hMlth ■•rvlcM 
occuri «li«n n p«rion*i IncoM It llaltM and oth«r bMlc n««d« cow- 
pate with Btdlcal txp«af«f In hlf budget, or lAen he fella to obteln 
care which would prevent nore aerloua or aora coatly lllneaa at a 
later tlae* Low Incoaa end Ignorance of the health ayataa are pre- 
auBptlve Ittdlcatort of poaaible underutlllsatlon* 

Althotfgh equal awninta of care for peraona et all Incoaa levela la 
a dubloua goal, ■Inlaua levela of care if en appropriate objective, 
particularly where there la caviling evidence that ttaaly care 
reducea the long-run coat of othenrlae aore aerloua lllneae* Pre- 
natal and early child care are tervlcet of thla type> aa are per- 
hapa the broader range of fertility-related tervlcea* By tailoring 
Inaurance b en^ lt to Incoae levela, financial incentlvea can be 
created a^|K the loweat incoat groupa increaae utilisation* How- 
ever, aetflli health inaurance benefita, and ther^y the net price 
of aervicea to the patient* it but one aeent of effecting the level 
of utlllaatlon of fervicea* ?ertieularly in the ceae of preventive 
servicea, appropriate levela of uae nay be aore effectivaly proaoted 
by health education actlvitiea and direct requireaenta . Schoola and 
aaployera» for exaaple* could require that peraona fhall have re- 
ceived particular fervicea aa a condition of enrollaant or eaploy- 
aent, ea la dpne today for a very Halted nuaber of teats for con- 
Bunlcable diaeaaea* 

Special fubaidiea for apecific tervicea would greatly coaplicate 
the etructure ot If extended to the non-aaaiatance popule- 

tlon, theae aubaidlea would aubatantially Increaae clalat procea* 
a ins reqalreaenta» defeating the attract iveneee of a Federal progrM 
that would require payaent of elalaa for only a eaall portion of 
tiie inaured population in any one year* 

If apeclal aubaidlea are deaaed daairabla* e aora ettractive 
alternative would be to require inclusion of thoae benefite in 
private aupplaaMntary inaurance policiea. Thla approach would 
reach a lerge proporti<m of the aaployed faailiea* A aixed 
atrategy would be to include the tpecUl aubaidiet in MLHI only 
for eaaiatance-leval fiailiea (lAo face coinauranca but no deduc- 
tiblea)* 

The other aide of the coin, overu tiliaation, ia often the reault of 
the ftructufe of inaurance benefita* Diatortiona in the type of 
utillaation are now well recognised aa reaulting froa coverage of 
acae aervicea and not othera (e*g*, inpatient but not outpatient 
care)* Quite a imply, the pricea aa viewed by patienta and their 
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physicians are badly out of proportion to the real costs of the 
services, thereby creating incentives to use the services for 
i^ich the patiwut pays the lowest net price, as opposed to the 
lowest cost, service. 

Similar distortions in the amo rit of total utilisation occur 
among consximers at middle- ar' upper-income levels. When the 
major proportion of health expense^ is relnborsed by insurance, 
patient/physician decisions about hospitalisation, length of 
stay, frequency of visits, etc., are frequently determined more 
by factors of convenience than by the opportunity costs of the 
health resources being used up. 

By providing appropriate financial incentives in insurance p>^licies, 
the distortions of overutilitation can be limited. Significant 
levels of cost'Sharing, through dev'luctibles and copaymencs, and 
similar benefits for equivalent but alternative modes of treatment 
should be central to the insurance structure. 



A Possible MLHI Plan 

In order to illustrate the functioning of M1£I, a specific 
example has been developed. \Aitle the general features of this plan 
hav« been designed to me«t the objectives of universal coverage and 
income-related protection against financial catastrophe, it is 
important to enphasix* that the MI^I approach does not depand on 
the spacific velues proposed in this plan. The dasign of a bast 
set of MUil parameters is pa inportant, but ba«i«ally technical pro* 
blem. The overall cost of MLHI can be lowered, or raised, by chang* 
ing the cost-sharing parameters. Modifications can be introduced 
to adjust benefits for variations in family sixe. A broader defini- 
tion of income than that used for Federal tax collection will 
inprove the equity le assessment i-f ability to pay. 

The central MLHI feature is that a family's financial burden for 
health expenses cannot exceed a maxipwrn amount related to its 
Income. In the accompanying' table the mas ^mum health expenses 
paid oy a family rise from $36 below $2,400 par year up to IS 
p^T of a year's income for families earning more than $12,000 
uv . chis income range, .^0 to $12,000 covering half of the fam- 
ilies in the country, the maximum burden is an increasing fraction 
of income, rising from three percent at $1,000 to IS percent at 
$12,000, reflecting the very limited resources available for med- 
ical care in family budgets at the lowest levels. Above $12,000 
Income per year, the plan limita maximum expenses to a constant 
15 percent fraction of income. 
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Since a large proportion of families who face a raaxlmum cost of 
only $200 or $300 would exceed this .lount of health care in a 
year, it is desirable to extend the range of total health expenses 
over which such families pay some part of the cost. This can be most 
simply achieved without raising the maximum liability to the family, 
by requiring it to pay a fraction of the total health expenses up to 
some larger total amount, beyond which the insurance plan makes 
full reimbursement. That is, a coinsurance percent of the bill 
is used rather than a flat amount uhere wit! he consumer it pays 
all (a deductible). 

In the Mlill example plan in the $3,6OO-$A,800 income bracket , a 
family is required to pay 50 cents of each dollar o£ medical care, 
until total expenses reach $720. At that point, the family has 
paid $360 directly, has incurred its maximuai li^ility, and any 
further expenses are not subject to cost-sharing. 

This use of coinsurance to extend the range of consumer sensi- 
tivity to health expenses has several advantages. For low- income 
consumers it provides a much-reduced price of care for the nost 
frequent health bills. At the same tine it Ijjaits *'free" care to 
a considerably smaller number of instances. A possible disadvantage 
of a coinsurance ratp on all bills is the potentially high admin- 
istrative cost that this will eatail. But since without such a 
coinsurance feature most low-income families would exceed their max- 
imum liability and make claims, a large claims processing activity 
ib necessary anyway. In addition, the claim handling activity 
can be directly linked to the monthly income reporting and check- 
writing process to be set up for families and adults receiving 
income assistance. 

Beginning at $6,000 of income, the family's liability is for the 
full cost of the initial health bills it incurs. As presented in 
the table, this "deductible" is set at 10 percent of income ($65G 
at $6,500 per year, $2,450 at $24,500 per year, etc.). The effect 
is that a significant proportion of families will not incur expenses 
in a single year large enough to collect reimbursement benefits from 
the MLHI plan. 
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If a family's financial liability andtd when it had incurred expenses 
of 10 percent of income, for the reaainder of the year it would have 
little incentive to limit further health expenaes. By providing for 
a reduced rate of cost^sharing above the deductible, the --^nge over 
which the family is sensitive to costs can be extended. 

In the table we have doubled the coat-aharing range so that above 
$7,200 of income conauMra p«y some part of medical bills until 
they total 20 percent of income. But, by providing for partial 
reimbursement in the 10 to 20 percent range, the overall family 
liability ia limited to at moat IS percent of income. Ihua, a 
family earning $7,500 a year would be reaponsible for all of the 
firat $750 of medical bllla. If it had higher expenaes, it would 
pay for one-fourth of them until total family payments reached 
$938. At that point, the liability limit for this income class has 
been reached, and any further billa would be relmburaed in full by 
MUll. Above $12,000 family Income, the coinaurance rate is raised 
to 50 percent for a limited additional amount of expenaes. 



Coat Eatimetea 

For FY 1973 the Mlill plan would rectuire $35.2 billion in Federal 
expenditutea. To of feet this, about $31.3 billion of current 
Federal programs would be eliminated leaving a net add-on of $3.9 
billion. 

In making these projections ^e variation of cost -sharing and 
liability llmita with Income leva la has been adjusted to account 
for expected increases in money income throughout the population, 
i.e., the proportion of families at any given level of deductible/ 
coinaurance. Hie maximum liability ia assumed not to change. Hie 
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estimates include rates of increase for medical prices and 
utilization similar to those projected for Medicare and Medicaid. 



TABLE 2 

Cost Estimates of Mmi 
(billions of dollars) 
1976 

MLHI Federal Expenditures $35.2* 
Under age 65 19.5 
Age 65 and over 15 . 7 

Reduction in Federal Spending 
Medicare 16.5 

Federal Medicaid 7.1 

Revenues from 7.0 
eliminating tax 
^bs idles of 
insurance 

Ending categorical 0.7 

health services 31.3* 

Het Addition to Federal Expenditures 3.9 

^Including administrative costs. 

The States would have a large portion of their Medicaid expendi- 
tures picked up by Mliil. Ue expect » however, that they will con*- 
tinue long-term custodial care services not now covered under 
Medicare and would assume that part of the long-term care ci^rrently 
paid by Federal Medicaid which will not be covered under MLHX. 
Under these assumptions, Statea wmild have a net reduction in 
Medicaid spending of about $2 billion. There is also the un- 
resolved problem of what would happen to the $2.0 billion in VA 
appropriations. 

We have included the personal and corporate income taxes foregone, 
$7.0 billion in 1975, in the revenues available to finance MLHX. 
Under current law, premiums paid by employera escape taxation ^ 
entirely, while personal premium payments are something a^ .n to 
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long-term capital g«ins--they are taxed at (approximately) half of 
the othervite applicable tax rate. W*th MaxlmttB Liability Health 
Insurance universally available, any need to subsidize the purchase 
of Insurance (or allow 4eductlblllty of large health bills, a ouch 
smaller subsidy) to mitigate financial catastrophe Is removed. 

The "loophole" nature of this form of employee fringe benefit has 
had the expected effect of rapidly expanding the amount of routine 
health care covered by Insurance. Indeed, for middle- and^ upper- 
Income taxpayarsy who benefit most from this deduction. It Is 
frequently the case that their total health coats are algnlflcantly 
reduced, on average, by arranging for employer -paid Insurance, 
rather than direct personal payment of health bills; the admlnlstra* 
tlve costs Included In the premiums are more than made up by the 
lower tax liability to the'eiq>loyee. 

With MLHI In effeC , eliminating the tax subsidy of Insurance 
premiums will establish a neutral environment for individuals to 
choose whether to purchase private supplemental insurance or to 
budget for moat routine health billa by personal saving. 

Two additional Federal offsets should be kept in mind. FHIP 
benefits, if unchanged in 1976, would cost $1.0 billion more than 
Che AFDC portion of Medicaid they would replace. Second, if aa 
is likely a ceiling Is placed on the premiums for the "pools" added 
Federal expenditures could rise by between $1.2 billion and $2.6 
billion. These added coats could be added to the mandated group 
premium ratea, but they are atill coat increases. 

If the original HEW proposal to set the pool premium at 110 percent 
of the average group rate waa ultimately adopted, the net aubsidy 
would be $2.6 billion and if this subsidy was paid through Federal 
funds, the increase in expenditures under HHIPA, and MLHI would be 
about the same. In addition, if as la likely, there la both an 
expansion of FHIP to include singles and childless couplea ($1 
billion add*on), plus an extension of the benefit package for both 
FHIP and NHISA ($1 billion), the ultimste impact on Federal expendi- 
tures of adopting the MLHI approach could be to reduce Federal spend- 
ing by $2 billion a year. 
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ComATlman of MLHI with th% NHIPA/lfadlC«« Svlt— 

> 

Thlt ••ctlon coaptrM th« bSMflti prorlctod uad«r thm •xaapl* of 
•n MLHI plan with thoi« provldad under FHIP «nd Itodlcar*. 

Th« t«blM lllustrnt« Mch pl«n as It sffactf faatlln with ■ 
partlculir IncoM laval and itatad aaounti of covarad aadlaal 
axpanfat. Total coit of covaraga Includat both tha praaluB and 
dlract axpanta. An attaapt li aada alio to alloctta tha tax burdan 
of tha MLHI plan, callad tha MLHI tax turcharga by Incoaa group. 
Family Mdlcal axpaniaf of $50, $600, $1,000, and $15,000 llluatrtta 
raspactlvaly lov, nodarata, avaraga, and catastrophic aipanaat for a 
family of four; or In tha caaa of Madlcara, for a coupla. Coaparltcmt 
batwaan plana for tha aoft part ara baaad on total coit (dlract axpania 
plut praalum/turtax) at a parcant of inco«a. It If laportant to baar 
In aind In thaaa coaparlfonf that thay ara only for Individual! allglbla 
undar tha plana and for covarad aicpanaaa. Particularly undar 7KIP 
and MHISA both allglblllty and covaraga It rather raftrlctlva. 

Coaparlao " and HHISA" HHISA would provide coaprtfianilva 

benefits (up to $50,000 per person and e raetoratlon of $2*000 per 
year) to aaployeet and their dependents subject to e two-day deductible 
on hospltel roon and board, and a $100 deductible on woBt other services, 
with e 25 percent coinsurance on ell further expenses. After a person 
has received $5,000 In covered services, ell further- cost -sharing for 
that Individual and his faally Is milvad for thet year and the next 
two years. 

Teble 3 coayaras tha costs and benefits of NHISA and MLHI for faalllas 
with Incoaas of $6,001, $10,001, $20,001, and $50,001. Neither systaa 
would peralt relaburseasnt for iiervices to faalllas with very low expenses 
($50) When the NHISA praalua ($406) Is added to tha dlract expense, 
the totel cost of NHISA coverege becoaas . $456 . Under MLHI, the tax 
surcherge renges froa $95 to $1734. The total cost of MLHI coversge 
(surtax plus out-of-pocket) Is lower than that of NHISA For ineosMs 
up to $10,000 under either plan, the total cost of coverege does not 
constitute e large percentege of faaily Incoae, with the greatest burden 
under HHISA occurring et the lowest Incoae, $6 percent of IncosM for the 
$6,001 faaily, end under lOiHI et 3.4 percent for incoass of $50,001 

For expenses of $600, the individual covered by HHISA auat pay $315 
in direct expenses, plus the preaiua of $406, totellng $721. Under 
MLHI, tha individual would not exceed the deductible, requiring direct 
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payment of the entire $600. Thus, In order to have MLHI coverage, 
the family would have to pay between ^695 and $2284, depending 
on their Income. At this medical expense level, the total financial 
burden In comparison to Income of both NHISA and MLHI Is within 
2 percent for Incomes up to $20,000. Because of the higher tax sur- 
charge, MLHI coverage becomes slightly more expenses above $20,000. 

A family that Incurs $1,000 In medical expenses, average for a 
family of four, would have a direct expense of $415 underNHISA and 
a total eacpense of $821. Families with Incones below $10,000 would 
have exceeded their deductible under MLHI, so some benefits would be 
paid, while those above $10,001 trould be required tu pay the entire 
expense. At this expense level, MLHI costs 2-3 percent more of Income 
than NHISA The one Important exception Is the case of the lower 
Income families where MLHI and NHISA would impose the same financial 
burden. 

The major advantage of MLHI occurs when catastrophic expenditures 
of $15,000 are considered. The NHISA ^direct expenditure Is $1,415 
plus the premium of $406, or a total cost of $1,821 for all families. 
For lower middle-Income families ($6001) ^ this constitutes 30.3 per- 
cent of Income. At the $10,000 Income levels the percent falls to 
18.2 percent. MLHI avoids juSt this Inversion because of its Income- 
related cost-sharing. Including the tax surcharge, expenses rise from 
13 5 percent to 18.3 percent. 

In sumary, this comparison demonstratea that at all expense levels, 
MLHI imposes a Smaller financial burden as a proportion of Income for 
low-Income families. At higher Income levels and for moderate expenses 
both plans are quite similar, but at high expenses MLHI is superior for 
families under $10,000 with NHISA having the advantage at higher Incomes 

Con>arlson of MLHI and FHIP — Table 4 compares the impact of the 
four expense levela on all classes of FHIF eligible families under 
both MLHI and FHI?, making the assumption that all expenses Incurred 
were reimbursable under both programs. The MLHI/FHIF comparison Is 
made by Incosie class since both plans fix premium and maximum direct 
expense on that basis. Table Is presented In the same way as Table 3, 
so direct expenses, premiums, total cost and Its percent of Incora*: can 
be easily Identified. 

FHIP Class 1 families would face no cost-sharing or premium on expenses 
up to the maximum of $5,000 but would not have catastrophic coverage. 
Under MLHI. the Class 1 family faces a maximum of $144 In cost-sharing 
and a $13 tax surcharge with a maximum liability of 5.2 percent of 
Income. The real advantage of MLHI Ts tor expanses of more than $5,000, 
where FHIP covers nothing abo/e that level, and MLHI covers all. 
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For each of the other FHIP clatses, the table can be uaed in the 
■ame way. FHIP provides allghtly leaa coat-sharing than NHISA 
for families with expenses below $1,000. Again the real value 
of MLHI is where expenses are high as Illustrated. 



Cottoarlson of MLHI and Medicare 

Under NHIPA. Medicare would be retained for the over 65 population. 
In Table 5, two Incoiae levels were chosen for conparlson, $3,001 
and $10,001, with the s» expense levels as for the other 
coaparlsons. This table shows the clearest coaparlson between 
the two plans For the low-lncoae aged MLHI Is clearly superior 
at all expense levels, while at high Incoaes for less than catas- 
trophic expenses, the reverse Is true. For exaaple, at an 
expense level of $1,000 a faally with $3,001 under MLHI would pay 
$174 or 5.7 perceot of their Incowe for aedlcal expenses Under 
Medlcere, the $140 Pert B prealus plus $183 In direct expenses 
totals $323 or 10 7 percent of Income • At a family Income of 
$10,001* total Medicare expenses are still $323, but as a percent 
of Income It falls dramatically (10-7 percent to 3-2 percent)- 
For MLHI the opposite occurs with a $10,000 Income family responsible 
for the full $1,000 plus a surtax of $207. Together their total 
medical expenses rise to 12 1 percent of Income* At the very high 
ttedlc'*l expense level of $15,000 MLHI Is superior at both Income 
levels* 
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Special Population Groups 

At the heart of the MLHI plan is the proposition that all families 
should be treated equally with respect to their health insurance 
protection, except to the extent that their health expenses and their 
ability to meet such expenses vary. While this philosophy is worth 
preserving, one must recognize that two population groups—the aged, 
and the non-aged poor— require special attention to Insure that their 
unique problems are adequately addressed.. 

The Aged Th« average or expected value of out*of-pKicket 
costs for a couple covered under Medicare in 1970 vat roughly $260 
pet year ($130 pei; person). These expenses Include SMI premiums, 
and basic HedicAre deductibles and copayments. To make a rough 
comparison ve estimate that if a coupla had beeu under MLHI in 1970, 
their incone would have had to have been greater than $5,000 in 
1970 to have $260 in average out-of-pocket expenses. In other words, 
on average^ the breakeven income level vhere the financial risks to 
a couple are about the sam^ in the two plans uould have been about 
$5,000 in 1970. The breakeven for a single aged person would have 
been about $4,000. Under MLHI about 50 -percent of the aged, the 
poorer ones, irould have been better off* 

In terms of medical expenses, MUSI is preferable for those aged who utilize 
relatively little health care in a year or who suffer a prolonged and 
expensive illness. As previously indicated. Medicare now limits the 
maximum nuflrt>er of hospital days and increases cost -sharing require- 
ments for the largest stays covered. 

Other than the problem of making some persons worse off, which is 
probably inherent in any new proposal, we also have the "contributory" 
issue which arises in Medicare. That ia, some would say that 
Medicare is an "earned ri^t** and cannot be taken away. This is a 
transitional issue; if the basic concept of MLHI is accepted, we may 
need to develop a way of making a smoo.H transition without incurring 
heavy criticism of either Mlifl or Social Security. At this time, we 
can only suggest some options for dealing with this problem. 

o allow those eligible or approaching the eligible age 
the choice of MUQ or Medicare (essentially a "grand- 
fathering" mechanism). 

o alter Medicare over s period of five years until the 
benefits and financing are similar to MLHI and then 
integrate the systems. 
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o uie tha cruft fund to raiolmria individualt for taxat 
paid In iln'^a 1946— ao 'on« h«f paid in nnra than $300 
for haalth Inaurftnce. (Ihia r^iponda to tha nonay*a 
worth arguoent.) 

o adopt MLHI laying it more cloia^- maata our national 
objactivtt and that tranaitioncl problOM alwaya 
reault from big changaa. 

tha Poor — the uaa of preventive care, early diegnoaia, and 
aerly treataent have ba#m fhown to iaprove the heelth etetua of 
the Individual end reduce aubaeituept utilisation of expensive cure- 
tive end treetaent •oriented madicel care. But for the poor, e nueber 
ox speciel problema confound their etteaipts to use auch medicel 
services : 

o Low«>income is frequently associated with unhealthful 
4^1ng. CoAditions (e.g., poor housing, insufficient 
nutrition) which make the poor more illness-prrae 
then the non-poor, restricting their ability to 
participete in the lebor force es they get older. 

o the poor ere Mich sicker than the non-poor, suffering 
from excess retes of chronic illnesses, higher infant 
mortelity end adult deeth retes, end higher retes of 
imnizeble end cooMuniceble diseeees. the 1969 U. S. 
Heelth Interview Survey, for example, noted that 40.2 
percent of people between the ages of 45-64 who earned 
less than $3,000 per yeer suffered from en ectivity 
limiting chronic illness; while only 12.1 percent of 
the saae ege group for those eei^ing over $15,000 per 
yeer suffered comparable llMiting illnesses. 

o the coad>inetion of low-incone, unhealthful environaents 
and inappropriate heelth behavior channel t!^ poor into 
the chronic illness treataent and euretive sectors of 
the medicel cere systeai. these kinds of medice' re 
ere elso the most, expensive* 
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o When haalthy, the poor do not ueuelly eeek or receive 
preventive heelth cere, eerly diegnoetic or eerly 
treetnent cere. 

Iheee facte deaonetrete thet the poor do not receive edequete enounte 
of preventive, eerly diegnoetic end treetnent cere end chie contri- 
butee to their exceceive uee of expeneive curetive end inpetient 
medicel cere. 

The MUiX program cen rightly be criticised ee e program which by allow- 
ing the poor to make choices on hov or whether to epend their f iret 
heelth cere dollere will further reinforce their tendency not to 
eeek preven'^lve medicel cere, but to weit until they ere demonetrebly 
ill and can get the ler^eet proportion of their medicel cere coete 
peid for. hct to expect to li^act eubetantielly on thie problem by 
e imply menipuleting the f in'^nciel aepecte of health care ie to miee 
the leeeone of the peet. Experience under Mediceid demonetreted thet 
even when euch eervicee ere free, lerge numbers of the poor continue 
not to seek and use preventive types of nedicel cere. Even the 
Neighborhood Heelth Center programs which ere geared to providing 
such service have only been eble ti» induce e reletively smell propor- 
tion of the potentiel populetlon they serve to v«e such cere. 

If, es is generelly believed, tht. benefits to both the individuel 
end society from the use of pieventive end eerly diegnoetic cere 
are great, then perhaps some combination of financial incentives 
end stronger non-financial pressures ere necessary, ihree such pos- 
sible options ere lietcd belo^: 



1. Tie existing non-health benefit prograow for the poor 
to utilizttion of \ eventiva cere» early diegnosis and 
eerly treetnent. Sir example, welfere payments could 
be made conditional upon 'itilisetion of matemel and 
child heelth care, lamuniaetions, cencer detection 
programs, and othe eerly detection programs. 

2. Absorb covere^e for mendat^ry preventive, eerlv diegnoetic 
and early treecment care into MLHI* covering first doller 
costs, only for e specified range of services. 

3. Include coinsurence under options 1 end 2, in order to 
insure selection of the most economicelly eveileble 
laendeted services. 
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Argu«nents Against MLHI 

Some of the arguments against HLHX ha(^e already been considered, 
particularly its potential high Federal cost. Here we shall take 
up for extended cooinent several other criticisms. These include: 
(I) MLHI would provide incentives for very expensive treatment, 
and escalate the costs of medical care; and (2) MLHI would provide 
little or no leverage on the delivery system, particularly as it 
relates to the encouragement of health maintenance organizations. 

Emphasis on Expenses Treatment Catastrophic insurance is 
criticized for creating incentives for the development and use of 
very expensive methods of treatment, of benefiting only a tiny pro- 
portion of the population, and of encouraging extension of life in 
medically marginal cases at the expense of using limited resources 
elsewhere. It is important to distinguish several types of effects. 

Prior to old age, a catastrophic health expense is a rare event, 
so that only a small minority of persons is actually receiving 
benefits. Despite this, all covered individuals benefit from the 
risk protection provided by catastrophic coverage. Today access to 
care in catastrophic cases is hit-and-miss, with personal financial 
means a major determinant. Equal access for all groups nece^ssarily 
implies that the use of services will increase in these expensive 
cases. 

In old age, the prospect of major health expenses increases. A 
significant proportion of the aged population can expect their 
lives to be prolonged because of care, often very costly, received 
for chronic conditions. In broadest terms, the social questions is 
to what extent are health care resources usefully devoted to tl« 
extension of life (with the cost of each added year constantly 
increasing) when there are competing uses for those personnel and 
facilities. 

It is sometimes suggested that a national catastrophic insurance 
plan should not be adopted because it %#ould increase the use of 
resources for just that purpose. This argument notwithstanding, 
private insurance and Medicare are oioving rapidly in the direction 
of extending life. Private plans covering 365 hospital days per 
year, and plans with maximum benefits of $50,000-$250,000 are 
spreading. Today, for example, 72 percent of Blue Cross subscribers 
have hospital coverage for 120 or more days of care, and 90 percent 
are covered for hemodialysis. With the inclusion of renal dialysis 
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as a disabling condition coverad under Htdicare, there ia the pros- 
pect of periodic inclusion of "dread diaaaaea" into public insurance. 

r 

MZilZ would syatenatically cover all typea of illneaa resulting in 
catastrophic expenae, providing protection in accordance with 
ability to pay, avoiding the pieccneal, dread diaease approach. By 
incorporating a small amount of cost-aharing for large bills, 
some financial incentives for patients and phyaicians to uae 
resources sparingly can be retained within an overall mflyltwim 
liability concept. 

A separate concern is the dynamic effect of increased funding for 
high-cost illnesses. Will not medical scitsnce increase the rate at 
^ich new, high -cost treatments Ire discovered and made generally 
available? Doesn't such furding mean more auper-apecialities of 
greater complexity and training coat? These are possibilities, but 
not certainties. 

A substantial amount of the basic research and development in bio- 
medicine and health aervices delivery ia Federally- funded. Some 
degree of control could be entertained over areas of research, 
emphasizing, for example, preventive methods rather than organ 
transplants. Furthermore, developmental efforts in those treat- 
ments that are currently high can frequently result in major cost 
reductions. 

In addition to these measures, direct controls over utilization are 
most appropriate for both rare and chronic high-cost treatments. 
Ttiis iasue is beat confronted by eatabliahing a Review Commission 
^ich would makp basic decisions about \^h»n an experimental treatment 
has reached both the medical and economic level of development to 
be reimburaable under catastrophic Insurance. The Cooraission should 
also set standarda of eligibility for life-and-death types of cases 
on medical/ethical grounds, thia is undoubteuxy agonizingly difficult, 
but it aeems prefer^le to today's syatem of decisions based largely 
on iicrsonal wealth* 

The isaue, in one form, ia whether it is acceptable, and desirable, 
to remove personal financial circumstances completely from the 
determination of access to high-cost health care. Is it preferable 
to retain aome cost-sharing, or benefit limits, with the result that 
less affluent familiea will have their use limited because of personal 
expenses? 
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iMprovlnE th» Health Delivery Syitaa — Since aoit health cere 
In the U.S. le eupplled In private mei^tf, the flnenclel texwe of 
teelth Insurence can have important effect! In allocating health 
reeourcee and Influencing patteme of care. For exaaple, the coverage 
of only Inpatient eervlcea baa eaphaelsed the growth of hoip^tal -baaed 
■edlcal practice. In addition to reordering insurance relwbureeMnt 
to aa to have a neutral iapact on aethoda of providing care, eoae 
proponents of Aatlonal health insurance vould use the relaburssMnt 
■echanlsm Itself » or the estsibllshnent of natlonel Insurance standards, 
to proMote and regulate changes In the health delivery system. 

There are severel iaqportant areas of possible Federal action. 
Including: 

o developMdt of peer review procedures by 
providers (Professional Standards Review 
Organisation, licensure and certification 
boards, etc.) 

o proaotlon of quality, utillsetlon and price review 
nechaniaa by third-party payors (private Insurers 
and Federal Insurance) 

o iaproveaent of audit procedures in Federal Insur- 
ance progrsMs 

o establlsfaaent of fee and price schedules for 
hospitals and physicians • 

Nhlle action in any of these areas My be included in Insurance 
legislation, -it -should be regarded as logically separate froa the 
question of Insurance and financing. Similarly, the Federal role 
In promoting developnent of Health Haintenance Cvganlaations should 
be considered as a part of institutional suppor. and capacity- 
building. Ihe Federal insurance relaburseaent ■echanisB, designed 
to pay predominantly fee-for-servlce providers, should provide for 
neutrel treataent of HMO's. T6 that end, e payaent schedule should 
be designed to provide the actuarial value of the i ii—inir In 
catastrophic experience for those individuals irtio choose to receive 
care throu^ an HMO. 

There is real concern by asny that if a faaily chooses to self-Insure 
for the entire or major portion of tiiose expenses not covered under 
MLHI, it will ettempt to cut down its noneswrgency nedicel expenses — 
particularly preventive naintenance care. In so doing, the arguaant 
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8oat» not only will the family face higher nedical billa in the future, 
but it will aerioualy reduce the incentive to join en HMO. We h«ve 
already diacuas^d this problaa for the poor, but it ahould alao be 
recognized aa a legitimate problem for moat AoMricana. 

But lather it is a problem i^ich can be aolvad through aimply 
lowering the coat of preventive care ia another matter. Vfe have 
argued in another aection that if the benefita of early diagnosia 
and protective care are aa clear cut aa many health experta believe, 
a much more cooprehenaivc conaumer /health education drive ia needed. 
It may even be neceaaary to require certain typea of preventive 
care to be uaed before an individual c«n be eligible for HUH, 
Actiona auch aa thia are often uaed before a child can begin a 
achool year. Thit ia a rather draatic atep and should nut be under- 
taken until more Information is available ibout the efficiency of 
preventive health care. As a firat atep» hoiwver, more vldeapread 
conaumer health Information is needed, to better explsin to the 
individual how to uae the medical ayatem efficiently. 




STUDENT ASSISTAMCE 



Introduction and Suawry 

The fundamental preniae of thia paper la that a freer play of market forces 
will beat achieve Federal objectivea in poat-aecondary education. Theae 
objectivea are greater individual opportunity, the training of needed man- 
power, reform and efficiency in the way education ia provided and a better 
match between educational programa and individual needa. 

Since atudvnta have a large .take in each of theae objectivea, atudent mar- 
ket choicea will, with rare exceptiona, be coincident with Federal goala. 
Studenta will tend to allocate atudent aid reaourcea placed in their handa 
among the inatitutlona and prograiM which achieve theae objectivea noat effi- 
ciently. Accountability through atudent choice will, accordingly, make in- 
atitutiona and programa accountable to the national intereat. 

In contraat, inatitutloiuil or categorical ai d to higher ^education tenda to 
promote the coMOn-denosinator intereata of faculty and profeaaional guilda. 
Mo ayatea of accountability for institutional and categorical aid haa been 
deviaed which reatraina thia tendency to any aubatantial degree. Moreover, 
inatitutional and categorical aid programa have a atrong tendency to outlive 
their uaafulneaa. Whercaa atudant choicea rea^ond rapidly to changea in the 
labor market, educational programa cuahioned by traditiona of Federal cate- 
gorical aupport do not. 

Thejre will aoaMtlmea be occaaiona when it ia in the interaat of capacity 
building to overrule the play of market forcea. For ex«q>le, if we found 
that too fw promiaing behavioural acientiata were intareated in educational 
raaaarch in co^ariaon with the aocial benef ita accruing from that reaearch , 
than apecial fellowahipa to recruit talented people might be an appropriate 
Federal laver. A diacuaaion of criteria for aometlnea biaaing market choicea 
ualng auch Icvera appeara in the paper on manpower programa. We believe, 
however, that theae caaea are exceptional and that the criteria ahould be 
atringent . 

Accordingly, thia paper deacribea what we ahould do to give individuals the 
general power of choice in the education market place, and proposes levela 
and types of student support which will make moat inatitutional aid prograna 
unneceaaary. It propoaaa three (and only three) non-categorical atudent aid 
programs : 
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(1) Eatlc grtnta, • prograa of redlttrlbutlvt tld, 

(2) Gu«raotMd loans, • progm on non«redlatrlbutlvc tldi end 

(3) Matching grants to States to Induca thffi to devote a larger 
ahare of thalr higher educetlon budgeta to atudant aid. 

All three of theee prograne ere currently euthorlccd but ell three ere In 
need of legleletlve aodlflcetlon: 

(1) Baalc grante ehould be aodlfled to reqtilre e etudent to aeet 
en Increaalng ahere of hie coete fro* reeourcee other then 
grente : 

(e) ee family IncOM Increeeee, 

(b) aa he chooeee e aore expensive educetlon progrea, end 

(c) ea he progreeeea through eucceeelve yeere of college. 

(2) Guarenteed loans ehould be covered by prewluH- financed Insursnce 
^MirAk would pay ell or pert of e borroner'e ecbeduied repayaente 
if his liicone fell to levele vhlch would uke full repsyMot ex- 
treeMly burdenaoae. Such insurance would sake greater reliance on 
loans tc finance higher educetlon lese of e rlak to individual 
etudente. The etendard loao repaywent period ehould be extended 
to fifteen years froM the praaent ten and cuBuletlve lialte on 
borrowing ehould be reUed to $10,000 for undeigraduatee end 
$20,000 for greduate end profeeeional school etudente. 

(3) The Feder el/St ete ■etching retlo under the recently en«;ted State 
incentive grant progrsa should be reduced fro* one-to-one to 
one-to-four end Stetes should bo required to pendt their etudente 
to use euch grante at out-of-Stete institutions. 

All othsr sxisting or suthorissd higher education program would be ceehed 
out with the following exceptions: 

(1) Full cMh-Ottt of work-study would be postponed until ths youth 
Isbor Bsrket is aors fully dsveloped. Until thf>i, it would be 
funded on e project grent baais under e aerket . .velopMnt 
retlonale. 

(2) A few saall categorlcsl aenpowsr prosraaa would be funded under 
etrlngent criteria for over-ruling aarket choicSe, ee diecussed 
in the Manpower peper. 

(3) Other capacity building prograaa would be phaaed out ee explicit 
narket developaent objectivee ere achieved. E.g., Upward Bound 
would be reteined, but only eo long aa it shows potsntial for 
deaonstratlng weye to increeee the ecedeaic notivetion of ainority 
etudente . 
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II. Rationale fox • Cr«nt -Loan Mix 

Both grants and loana for education create huaan capital. Fron the point 
of view of aggregate economic or aocial Returns, we do not know whether 
the nation aa a whole ia inveating too such or too little in the kind of 
hunan capital creat:ed by poat-aecondary education. The fact that we do not 
know ia itaelf important. It neana that we can and ahould generally leave 
declaiona about inveataenta in poat-aecondary education to Individuala thea- 
aelvea. Thia arguea for ralying at the Federal level aa auch aa poaaible 
on improved atudent loan prograaa to flnanca higher education, aasuaing that 
the Statea continue to aupport higher education at rou^ly the present level. 
Grants excluaively for higher education neceaaarily favor it over the other 
kinda of inveataent and conauaption. Unaubaidited loana do not, because the 
atudent psys for educational opportunltiea in the aaae coin he pay a for 
other thinga. Unaubaidised loana therefore are ths preferred Federal inatru- 
nent in our preaent circuastances. 

There sre undoubtedly socisl benefits steaalng froa investaents in higher 
education, but thst does not aesn thst it should be subsidized scross the 
bosrd by the Federsl Governaent.' It seeai likely thst private returns an*- 
ticlpated by aoat atudenta are aufficiently aotivating that the aocial 
benefita will be produced irithout additional inccntivea. There ia one ^lar^ 
Ing exception to thia, and it ia the baaia for having a grant prograa aa 
well aa a loan prograa. People who have been iaolated by cultural differ* 
encea or econoalc depr£vation« do tend to uaderinvcat In higher education 
froa the point of view of having a society with aore aobility, aore repre- 
aentation of ainority culturea and a atreogthened coaaon culture. The ob*- 
Jective of enhancing incentivea to auch Inveataent ia the atrongeat rationale 
for a baaic granta prograa under praaent conditions < 

Apart from auch aocial benefita, we alght well want to "caah-in" rediatri- 
butive atuden*: aid for auffMnted lavela of Incoaa aAlntenance. There ia 
no reaaon why, on grounds of equity alone, that one individual ahould re- 
ceive a valuable education voucher and another Individual receive no equiva- 
lent benefit because he doaa not chooae to continue his education. Low 
faally incoaa ia the best criterion we have for awarding granta, but thia ia 
because it tends to indicste s tendency to underinvest in education, not be- 
cause granta aerve to even-up incoaa. There ia probably no way to diapenae 
granta which doea not favor talented and relatively wall prepared individuals 
froa low Incoae bracketa, thereby Increasing prospective Inequslitlcs In 
incoae. 

However, even fairly low incosM atudenta can be expected to aeet part of 
their educational coata through loana. Many do so willingly even now. 
Federal policy ahould be alaed at achieving the right "aix" of granta and 
loana. Consistently with what has been ssid before, the share of atudent 
expenaea aet by loans, work or f sally resources should incresse ss incoae 
incresses. There are two additional factora that ahould affect the mix: 
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(1) Coit of tttendance . Even If the difference In public aubaldy 
between public and private higher education ware reduced as 
propoaad later In thla paper, dlffareocaa In real coat for 
different klnda of progru woulS continue. There la "hcrl- 
tontal equity" In expecting a atudant who chooaaa a high real- 
coat option to aeet the added coata fro« loana. Further, the 
fact of hla making auch a choice arguea for greater wllllngneaa 
to Invaat appropriately In higher education. We propoae that a 
atudant *a Federal arant ahould be the a— t at hl£h coat and low 
coat Inatltutlona* and that the proportionate ahara of coata 
wet through borrowlnn. work or family reaourcea be greater at 
high coat collatea. 

(2) Level of education. The rationale for a grant program la atronger 
In the earlier yaara of the atudant *a poat-aacondary education 
than in the later and pott -graduate yaara. Both the ae If -confidence 
and the actual proapecta of a dlaadvantaged atudent, though they may 
have bean poo? when he atarted college, ahould improve aa he pro- 
grcaaea aucceaafully through hla college career. Accord.'ngly, he 
can be expected to rely little on loana in hla flrat year. But by 
hla laat year, and certainly by the time he entera graduate achool, 
ha can be expected to rely mainly on loana aa an alternative to 
work and family reaourcea, if loan funda are available on the tertai 
to be outlined later in thla paper. W a nropoae that the amount of 

TTIT^***"* nan-cateorical Federal grant decline over the under- 
graduate yeara. reaching gero by tjie time the atudent entera Rradu- 
ate achool. 

The following leglalatlve modlf Icatlona Co the Baalc Grant a program would 
achieve a better grant-loan mix along the above linaa: 

(1) The half-of-coat/half-of-need limitatlooa ahould be eliminated. 
Thaaa limltationa have the affect of favoring the atudent who 
chooaaa a high-coat option over othera with equally low family 
income. Thaae limltationa alao have the affect of requiring 
aubatantlal borrowing in the flrat year of college if other re- 
aourcea are unavailable, and greacmr amounta the lower the family 
income. 

(2) With each year of poat-aacondary education conplcted, e 
"pi^aauflwd loan amount" would be added to the atudent*e expected 
family contribution for the following year. Theae amounta would 
Incraaaa by $400 atepa: $400 for the Sophomore year, $800 for 
the Junior year and $1,200 for the Senior year. 

With thaaa chngaa the amount of a atudant 'a baalc grant would be whichever 
la leaa: 

(1) $1,400 laaa family contribution and preaumed loan; 

(b) Coat -of -attendance lea a family contribution and preaumed loan 
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with the proviso that no grant would be paid amounting to less than $200 
Becauae of the $1,200 presumed loan amount for fourth-year students » no 
college senior would receive a grant unless the $200 minimwn is repealed 
or unless the $1,400 maxinuin is increased. Our preliminary estimate is 
thst the proposed grant >loan mix rules would permit one or the other of 
these steps to be taken within the Department's budget request, but this 
estimate is not firm. 



III. Mutualizing the Risk Assumed by Student Borrowers 




Even though we are assuming here that the nation as a whole is not under- 
inveating in higher education from the point of view of aggregate economic 
returns* individuala clearly often do underinvest, given the higher incomes 
they could earn with additional education. These cases are often strongly 
urged aa a baais for providing rediatributive student aid to middle class 
atudenta even though there would be few aocial returns in terms of greater 
social mobility and similar betwfita. 

Such individual underinveatnent is aiuch laore appropriately dealt with through 
ia^roving capital markets than through rediatributive aid. The cause of such 
under invaat awn t is the wiah to avoid riak, and shifting risks is soms thing 
ca p ital Turketa can be made to do well. 

The deterring rlaks to an investment in education atem from the fact that 
people are uninformed about the r:rospective returna from pursuing different 
careera. The beat Infonoat ion «ra liable la none too good. Further, many 
people mlacalculate their chances of completing trslning and competing 
successfully In a chosen field. 

These rlaka can He mutuallsed through a Federal program of insurance against 
repayment obligations It would be difficult to meet out of a amall Income. 
It haa often been argued tnat rl^ks like these cannot be "insurable" because 
of adverae aelectlon (people with good proapecta opting out) and disincen- 
tives to work (not working being like burning down the burn to collect the 
Insurance) . 

However, the Federal Government la In a unlqae poaltlon to aponaor "insurance" 
properly so-called. The fourteenth amendment and the bankruptcy lawa prevent 
individuals from mortgaging their human capital. Aa a reault , it la neceassry 
to provide s government guarsntee on student losns, simply aa s matter Qf 
perfecting capital marketa. Thla guarantee, neceaaary in any caae , can be 
made to do double duty. A Federal guarantee lowera the Intereat rate on an 
educational loan below what It would be even if it were well secured. This 
mca's that a premium for Inaurance agalnat rlaka of educational investment 
csn be added to the Intereat charge without driving low rlak borrowers out 
of the system through adverse selection, even if they have collsteral for 
a privately aecured loan. 
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The folloving dUgrM llluatrataa tha altuatlon: 



Repayaanta 



Prlvataly 
Secured Loan 

IIla^rance Scheoie 

Paderally 
Guaranteed Loan 



/ 

' ItKO 



Convantiooal repayMnt ach^dulaa are indicated by tha two horisontal llnea. 
The upper hcrixontal line repreaenta a repayaent achtdule including intereat 
chargea on a loan aecured by the borrowera collateral. The lower line repre- 
aenta a repaynent achadule including the lower interaat chergea on a Federally 
guaranteed loan. The broken line which curvea fro* a point near the origin 
indicatea the repaywent obligationa net of the Uwurance beneCita propoaed 
hare. The flat portion of thia line ia above the lower horliontal line be - 
cauae an insurance preaiun i« included. So long aa thia fUt portion if 
below the uppar horizontal line edverae aelactioo will not occur. The pre- 
mi^m inco— which raaulta peraita tha reduced repayeenta indicated by the 
curving portion of the line. 

The aaount of the inturanca praniuM which could be charged with no riak of 
edvarta aelaction U in the neighborhood of .75X. The riak would probably 
be alight ao long aa the prealun wea leaa 1.25% becauae parental collateral 
ia a leaa than perfect predictor of offapring incoM, and because the riak 
of edverae ae lection in tha caaa of borrower a without collet are 1 ia virtually 
nil even at auch higher prealua leveXa. 

Preliainary eatlaetea indicate that a preaitai of roughly .75% on loans re* 
payable in full 15 yaara after courae coapletion trould perait a benefit 
achedula aiallar to tha following; 
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Borrower Incoaw 
During Repcynenc 
Ye«z 



Benefits 
per $1,000 
Borrowed 



NeC RepeynenC 
per $1,000 
Borrowed 



RepayneiA 
per $1,000 
fs 7. of 



Income 



Marginal 
"C«x" r«Ce 
per $1,000 
Borrowed 



0 -$4,000 
4,000 - 5,000 
5,000 - 6,000 
6,000 - 7,000 
7,000 - 8,000 
8,000 - 9,000 
9,000 -10,000 
10,000 -11,000 



$110 



95 
80 
65 
50 
35 
20 
0 



$ 0 
15 
30 
45 
60 
75 
90 
110 



0.0 
.3 
.5 
.7 
.8 
.9 
.9 

1.0 



0.0 
1.5 
1.5 
1.5 
1.5 
1.5 
1.5 
1.5 



Within the premlua constraint benefit schedules could be devised considerably 
different from the above. Any schedule of roughly this character would, how- 
ever, meet the following requirements. 

(1) Protection would be provided against the risks of serious miscal- 
culation of academic and financUl success. 

<2) Compulsory participation by ell borrowers seeking a Federal 
guarantee could be justified on social insurance principles. 

(3) Disincentives to en^loyment would be slight for total borrow- 
ings less than $10,000. 

<4) Federal budget costs for meeting default claims due to good 
faith inability to pay would be drastically reduced. 

(5) Husband and wife borrowings and earnings could be pooled in 
deteiminlng benefits. 

(6) Artificial incantivas to additional borrowing would noc be 
created aince every additional $1,000 borrowed would increase 
repayment liability proportionally at all income levels. 

The delivery system for handling insurance claims could be extremely sifl^le. 
Borrowers would make repayments as they came due. If a borrower experienced 
reduced income in a given year, ha would file a claim for benefits at the 
time he filad hia Federal income tax return for that year. A simple table 
would Indicate for each adjusted gross income bracket the percenuge of 
repayments regularly scheduled which would be offset by a payment from the 
insurance fund. The borrower would mail his claim form, it would be com- 
pared with his tax return, and a check would be mailed to him* 
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Gearing the system simply to adjusted gross income without regard to 
elaborate computations of exempt iors and deductions would be Justified on 
the rationale that adjusted gross income is the figure that best reflects 
the rate of return on the individual's educational investment and it is 
this rate which the insurance program proposed to stabilize. 

This delivery system for insurance benelits should be sharply distinguished 
from that for default claims. These latter claims would be presented by 
lenders, not borrowers, just as at present. The problem of guaranteed stu- 
dent loan defaults is largely a management problem beyond the scope of the 
essentially programmatic reforms discussed here. The insurance against 
excessive repayment burdens proposed in this paper would reduce defaults 
attributable to good- faith inability to pay, but would leave the problem of 
bad faith defaults untouched. 

To make the system envisioned here more effective we recomend tvo additional 
actions : 

(1) We propose that legislatiou be sought to extend to fifteen years 
(from the present ten) th repayment period the borrower may elect. 
A lengthened period woulc extend repayments, over a larger propor- 
tion of the income -producing life of the borrowers educational in- 
vestment. We propose, however, that a borrower be allowed to 
choose « shorter period or to prepay his low loan without penalt>, 
although a small degree of adverse selection would occur as a result. 

(2) The cumulative statutory limits on borrowing should be amended to 
permit undergraduates to borrow up to $10,000 and graduate and pro- 
fessional school students to borrow up to $209000. 



The Sur^yival of Private Institutions 

Ti.e Federal Govenmient alone cannot guarantee the health of the higher edu- 
cation raarkit place. Even if aost Federal resources for higher education 
are channeled through the market place, as proposed here, responsiveness to 
market forces will be muted because the far larger resources of the States 
are channeled almost exclusively to public colleges and universities in the 
form of institutional support. The result is a pervasive difference between 
the price of public and .private higher education that has nothing to do with 
either real costs or relative effectiveneas. The much lower price of public 
higher education imparts a major bias to student market choice away from the 
private sector. In these conditions rational market behaviour can result 
In the weakening of many private colleges and the closing of some, even when 
their educational programs and their relative efficiency would entitle 
them to thrive in a freer market. 
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Although tha Sctttt arc Incrtttingly conccrntd with th« cooMquencet of the 
in«cltucion«l ftubtidy nMchaslta, it ••ant unlllcaly that thay tflll apontanc* 
oualy chaaga tha ayatam aubataHtlally, for tiiraa raaaona: 

(1) Stata oft^clala—and vmny unlvaralty faculty and adBinlatratora— 
oftcn prafar dlract p&i4.tieal accountability to acco\iqtability 
through atudant narlcat choica* 

(2) An ii^ortant notiva for Stata aid to private inatitutiona la be- 
ginning to fMalcen, nnely the wieh to chennel aore etudente in<'o 
the privete eector in order to evoid lerge cepitel outley* Zor en* 
lerging public inetitutione. Now thet over-cep*f*'t^ within public 
institution* ie becoming perveeivc, Stetee will be undftr leee 
preeeure to eupport plecee for etudente in the privete eector. 

(3) Permitting etudente en unprejudiced choice of privete ..nd proprl- 
etery Inetltutlone mey mean letting etudente epend Stete funde 

in other Stetee, to the dleedventege of the home Stete *e economy. 
It may eleo meen e ]^e of ekllled m«npow*r i£ the etudente do not 

retu"**. 

The major iacer.Cive new operetlng on the Stetee towards changing the tuition 
eubeidy eyetem reeulte from l^agel chellengee to reeldency requirement e. 
Student eld progr:ae might provide Stetee with en eltemetlve Co euch requlrc- 
mente. For example, e Stet* could pleuelbly ewerd etudent eid excluaively to 
ite own high echool eeniore, avoiding the need to give eld to In-mlgrente et 
the time they enroll end etteblUh reeldency. The leek ox Stete Intereet In 
thle device euggeete the etrength of the oppoelng conelderetlone. 

Beceuee the Stetee ecem unlikely to make e eubetentlel ehlft trom e tuition 
eubeidy aechenxem without extrlnelc ineentlvee, e major role felle to the 
Federel Government. The eltuetlon ie In many weye the exact oppoelte of one 
celling for e " .o-etrlnge*' revenue eherlng etretegy. Though the ultinete 
objectlvee of Stete end Federel policy ere the eeme, the Stetee pureue thoee 
object Ivte through ellocetion mashenlema which ere eubetentlelly counter- 
productive. Cleeelc revenue eherlng, e.g.» turning over Federel etudent or 
Inatltutlonel eld funde to the Stetee with no etrlng* etteched, would (dle- 
regerdlng eubetltutlon effecte) Increeee the undeelreble eubeidy dlfferentlel 
between public end non-public inetltutlone. The ceee Ie one where e eet of 
cerefully etructured Federel levere mey be needed precleely In order to chenge 
Stete policlee. 

The elternetlvee to e policy of Ineentlvee for ehlftlng Stete funde to etudent 
eld eeen Inedcqnete or uneccepteble. On the one hend, the Federel Government 
could eeek to improve coneumer Informetlon ebout educetlonel programs (e.g., 
by SEC t:.>e dlacloeurc requlremente) , but thla would leeve prlce-dlf ferentlele 
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untouchtd, iDd might even iccclcritc the decline of aerglnel prlvete Inatl- 
tutlone. On the other hend, the Federel Govmttmmixt ml^t Increase the func*- 
Ing of Ite ovn student eld jrogreae to levels vhlih sede Stets support 
unnecesssry either In the form of tultlonlbbsldf ^s or student sld. But such 
s Federslltetlon of higher educetlon coats night, lead la the long run to e 
system even sore lacking In variety end choice. It would be difficult for 
the Federel Congreaa fo realat e tenptetlon to Impoae non-market accountability 
rulea if the Federel Government aaaumed moat of the huge financial burden of 
poat-aecondary educetlon. Therefore, we ere left with the optlona of (1) doing 
nothing to effect thia problem and accepting further undercutting of the pri- 
vate Institutions or (2) Instituting a progrM to provide Incentlvea for States 
to change the mix of reaourcea they ellocete to higher education in the direc- 
tion of more atudent eid* 

While the Congreaa haa not declared Itaelf in favor of a meaalve ahlft from 
tuition aubaidiea to atudent eid, the recently enacted Stete Student Incentive 
Grant Program repreaenta e policy favoring en incremental ahlft. Thia program, 
by matching State acholarahip and loan progrema vlth Federel money, makea it 
finencially edvantegeoua for Statea to redirect their own eppropr latlona. 

There are, however, problema with exiatlng leglaletive euthority. The incen- 
tive ia the bill la e very pofrerful one, providing 50% Federal matching for 
qualifying Stete atudent eld programs. Such a rate ia almost certainly un- 
neceaaarily high to induce change in Stete aupport mechenlama* Furthermore, 
at thia teitchlsg rate many exiatlng Stete programa will qualify for their full 
ellotmanta in the firat two yeara cf the program without appropriating new 
money* 1/ 

ft 

A Federal matching rete of 20% would probebly provide auAdent Incentive for 
funding ahifta. At a rate of 20%, the $50 million initial authorisation plua 
$150 million in authorited continuation granta would not be fully clelmad by 
the Statea until thay bad ahifted $000 million to atudent &ld. Our atudiea 
cf the aenaitivity of atudent qlwice to tuition dlfferentiala ere incomplete, 
but it aeema quite poeaible thet e ahlft of thia magnitude would Iwprove the 
coi^titive poaitlon of private collegea drcmaticelly. 

A aecond major problem with the enacted leglaletlon ia ita alienee on the 
queetion of reaidc-ncy requiramenta enf out-of-Stete portability of qualify- 
ing Stete atudent eid* Since State atudent eld can be uaed aa a vehicle for 
re-erecting barriera equivalent to the old in-8tete/out-of-State tuition 
differentlela, end aince the Stete Student Incentive Grent program would 
atimulate auch eld, the Federel Governmerl could find itaelf e perty to 



1/ Thia may be due to en errur in dret'ting the bill* Ttift conference com- 
mittee may have thou^t they hed included a maintenance of effort pro- 
viaion which would require higher levela of State appropriation to qualify 
for Federel matching* 
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creating «uch barriers. Amending the legl«l«tlon to require th«t State 
student «ld be portable «cro«« State lines would Increase the In-State 
student's options, snd would be consistent with the Federsl role of In- 
cresslng market choice. ■ ■' • — 

In the main, however, the approach of the new legislation Is consistent 
with Federal market development purpoaea. It la noteworthy aa s caae in 
which a market development atrategy requires large acale transactions 
with the States. It is, moreover, a caae In which aubatltutlon effecta 
are positively desirable. Thst is, the leglslstlon will fsll to meet fully 
its objectives if the Ststes do not regard Federsl matching gunds ss free- 
ing State reaourcea for other purpoaea. 



Caahing"in Other Federal Student Aid ProKr^ns. 

So far we have propoaed three atudent aid prograas which are reaponslve to 
Federal rolea: (1> a modified baaic granta prograu to aecure the aocial 
benefita of educational opportunity and <2) a modified guaranteed loan pro- 
gr«in to develop the hunan capital market through mutualixat ion of riaks of 
low income, and (3) a modified State incentive granta program to provide 
Lncentivea for Statea to place more emphasia on ftudent aid as a vehicle for 
the support of higher education. 

The resources made available by these propoaals through the educational market 
place will permit the caahing-ln of many categorical trainiiig and .-unpower 
programs (now totaling aome $1.2 billion) not meeting the fairly stringent tests 
for exceptional treatment outlined in the Manpower paper. In other caaes we 
should accept the verdict of the market piece. Similarly, institutional aid 
programs which are diaguiaed forma of long-term institutional and atudent 
aupport should be cash-in or eliminated. There are alx major atuder^ or in- 
stitutional aid authoritiea which are prlJU fscie csndidstes for csshlng-in 
or eliminatlOT: 

(1) The auPPleiaental IPG Proatam. This ahou^d cleirlv be caahed-in 
in favor of funding a hildier Beaic Grant maximum. The authority 
la either redundant or contrary to the concepta of partitioning 
grant and loan aid deaeribed here. 

(2) Mew intareit aubiidiei co— itaenta on redetallY guaranteed loans 
chould clearly be ended and alao new Federal capital contributions 
to HDEA loan funda. which in the lon|^ run aerve only to provide 
intereat aubaidiifta. Intereat tubaldiea are an extremely liiq>recise 
way of overcoming tendenciea to underinveat iu higher education. 
The low income atudent would be much more Influenced by a grant 
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e^ulvtlant to Che Federal Intereat eubaldy coet. The mlddle- 

Incooe atudent who le worried ebout eeeualng e lerge loen re- 
peyaent burden would be oHich better reeeeured by the kind of 
repeyment Ineurence we heve propoeed, 

Exletlng eubeldy conltnente cennot^ of couree , be temlneted 
end will continue to burden the Federal budget for perhepe e 
decede. 

(3) Cenerel Inetltutlonel eld beeed on etudent eld fectore. Thle 
eutiiotlty ehould not be funded (unleee ee en Inter ia aeeeure) 
eince It will be leee effective then State Incentive grente In 
deellng with the probleaa creeted by tuition dlfferentlele^ 
elnce It cennot beaqpected to build capacity » end elnce It nay 
prove aerely to be e form of revenue ehering whare public In* 
at It ut lone ere concerned beeeuae of e\ibetltutlon effecte. 

(4) Dependent etudent beneflte under Social Security {bey o nd lilgh 
echool) ehould be caahed out . If an optlaal loan*g?ent mix le 
choeen end beelc grente ere funded et e level confietent with 
thle choice* eoclal eecurlty beneflte would repr^eent en erbl- 
trery bonua for thoee In e eurvlyor relet lonahlp with a eoclal 
eecurlty eligible. We propoeed grendfe the ring preeent eoclel 
eecurlty beneflclerlee with phaae-out of dqw cleiaa beginning 
in FY 1974 end coopleted by FY 1977, 

(3) The work-etudy prograa. If only WF>-type jobe were et leeue, It 
would be cleerly deelrable to caah-in the work*etudy progrem for 
e higgler baalc grant aaxiww. Th« baelc grent delivery eyateai will 
be acre equlteble and pradlct^iole* The work done by the etudent 
m W7A-type prpgraaa $a probably counter-productive cf real 
Identiflcetlon^wlth the world of work. However, eoae coHegaa have 
prograaa in which etudente receive job aaelgnaante of greet eco- 
noBlCt eoclel end educetional value which would not reeult froa the 
ordinery operetlon of the lebor aerket baceuee of laperfectlona in 
that aarket affecting ell young people (e.g., credentlelllng» 
bureaucrat laet Ion of hiring practlcee, uniona, end leek of per- 
foxaence aeeauree enabling a young peraon to deaonatrete hia 
ebilitlee) • Ifa propoaa thet work-etudy be funded et e level 
auffictent to aue tain the better inatitutlonel Jrc«reaa. that 
the authority be placed on a project grant baale. airf phaaed out 
whan •oaa of the ptobleae of the youtii Ij^or aarket heve been 
eolved, 

Alternativee would be (a) aa; >r eapheeie on aubeldised eaployafnt 
in cooperetive education prograaa » or (b) a *'GX Bill" type progrea 
in which etudente would build up cradita-fer eubaequent educetign 
while working et off-ceif»ua jobe. 
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(6) Various special-purpose prograns such as Developing Institutions 
and Upward Bound are potential candidates for cash-out. HovKver , 
some of these should be retained cMcspacity building grounds. Vfe 
propose to address the preciae mix in a later paper, and here 
propoae their temporary retention, with cash-out anticipated by 
1978. 

We do not propose "hold harmless" provisions as such for students and in- 
stitutions i^ich have depended on forms of aid which would be cashed-out 
with the single exception of social security student beneficiaries. To 
make such provision is unnecessary in the case of students* since expanded 
loan availability would assure that they would be able to con|>lete their 
educational programs. We believe that the legitimate claims of institutions 
vill be met by (1) capturing student aid through higher charges to students 
and (2) phase -ou£ of institutional on a schedule that makes sense on 
':apacity buildifig grounds alone without a deliberate effort to hold harmless 

For example, the Developing Institutions (Black College) program h*s been 
adnlniatered as a program of permanent institutional support on t^ich the 
colleges have come to rely. We should not, however, continue to fund the 
program for this reason. Rather, clear objectives of capacity building 
should be defined for these institutions, should determine levels of support 
and should establish a schedule for moving to termination. A reasonable 
schedule will allow enough time for the institutions to adjust to greater 
reliance on student payments without a specific hold-harmless clause. 



The Proposed Federal Role In Higher Education 

The proposals outlined in this paper would change the relationship between 
the Federal Government and higher educa.ion substantially. Although the 
share of Federal support for higher education made available in the form 
of atudent aid has been increasing in recent years, aoa such funding 
(other than Veteran's and social security benefits) haa not been portable 
to the institution of the student's choice. It has been allocated by 
methoda which, for exao^le, have made it an unreliable support for the 
Black colleges. Most of it has been unavailable for atudy at proprietary 
and technical schools. Market forces have been muted. 

With all Federal atudent aid made fully portable as proposed, and with a 
fignitlcant ahift of State funding in favor of atudent al't, the influence 
of market forces should become pronounced. Both the guaranteed loan 
changes proposed and the State incentives would es^rt a high degree of 
lc>verage on other resources without encumbering the Federal budget sub- 
stantially. Although' projected ftmdlng for the largest budget item, basic 
grants, would not change greatly, thv resources for which institutions 
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would compete Hi the narkec place would grow dramatical ly. AC the sane 
Clme, Federal budget coat* for inatitutional aid and categorical nanpower 
programs would be cut back aharply. Except in the research area, the 
Federal presence in Institutional decision naking would be coae nu ch less 
evident. The clalais of^ higher educatioQ for Federal support on either a 
continuing or energeacy basis would be deflected. Decisions about how to 
create efficient prograas neeting student needs at acceptable cost would 
tend to displace decision making geared to attracting Federal support for 
institutional aspirations. 
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mCOIC AMD EMPUmCNT POLICY 



IMTHOroCTlOH AND BACKCKDUIID 

Th« puTpoM of this paper U to dlacuta a SHEW proposal for an 
ineoM and oiployaeiit policy* Thla policy la ona coaipoiiant of 
dlraet flnaaclal aid to fanlllaa and Indlvlduala, a prlaary DKEW 
fuactloD* Tha otbar coipoDenta ara aCudant sid and haalth insurance 
which are deacribed In separate papera. To provide ecae background 
and to set the context for our proposal) this section briefly dis- 
cusses the general financial aid function* 

Ite suggest that it la useful to think in teias of three ^ystsaM 
which provide incoaa stqiport — as^loTaant, soclel Inauraace and 
IncoM assistance — involving both public and private actlona* 
Sections II • III, and IV deal with each of theae three apedfic 
ereas in turn* 

Section IV brings us to welfare refom — the setlafactory accospliah- 
sent of whleh la of central la^ortanca to the overall objective of 
the proposal* This aist tiaaln one of the highest priorities in the 
eoBpetltlon for lladted Federal teaourcea for donaatic coocarae* 
Following a brief discussion of the new Federal progrsa for the aged, 
blind and dUabled, Section IV deala In considerable detail with a 
poaalble tiew approach to faally walfere refom — one whleh drawa 
on the atrength of both H*&. 1 and the Senete Finance Conalttee'a 
approach* 

FlnancUl Aid to FaallUa and Individuals 

Asslstsnce to individuals is the keystone of the DHEW refon effort 
becauae it la through thla effort that we attas^t to provide for 
ell citizens a baalc cuiinr! over gooda and servlcea which woat 
significantly decentralizes declslon-naklng away froai the Federal 
govenaent* Thla decentralization ahould greatly alaplify the 
Federal role* 
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« This paper focuses on assistance to individials in the form of 

cash--through income maintenance and enployiLx tit. Logically we 
must first niake some decisions about the extent to which various 
groups of our population will have coomand over goods and services 
in general before we can fully develop voucher and direct service 
programs to improve access to particular goods. 

Income and Employment Policy 

The central public objective that heavily influences the design 
of the income maintenance and employment systems under this 
Proposal is that they uust quickly move us toward a minimum 
standard of adequacy if demands for other, less desirable, forms 
of public action are to be reduced* If it is not possible to 
achieve some appropriate level of canud over goods -In-gcneral 
for all, then we can expect to see accelerating pressure for 
categorical programs to provide specific goods and jervices. 

These systems might be characterized as having two broad functions 
with regard to income: provision of a basic incooM floor, and 
replacement of lost earnings. In order to accomplish these 
functions, society relies primarily upon three levels o^ public 
and private action (the latter two comprise what we mean by our 
income maintenance system): 

Employment Policy - This policy includes both public 
and private efforts to promote the possibilities fc 
all potential workers to support themselves and their 
families entirely on earned Incon^. . 

^ocial jn #urance Policy - This is a coid>lnation cf 
public and private policies to replace a portion of 
the wages lost due to unemployment, disability, 
retirement, and death. 

Income Assistance Policy - This is public policy 
designed to meet the objective of a minimum standard 
of adequacy for those who, for various reasons, are 
not receiving adequate inccsMs from other sources. 

11. EMPLOyMENT POT^ gy 

The interrelatedness of the employment system and mai^ of the 
other problem areas with which DHEW is concerned cannot be 
over •emphas ized . 
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It is more desirable to IncreMe incone In the 

form of eemings, or transfers that are related 

to past earnings, than in the form of income __ _ 

assistance. We may in tine somewhat alter our 

definitions of wcrk, but this is not likely to 

alter the basic idea that income should be earned 

if possible* 

Generally speaking, greater employment meana 
greater economic growth and leas need for Incone 
redistribution to provide minimum standards of 
command over goods and services In general* 

As the unemployment rate decreases, relatively 
greater increases in earned Income tend to accrue 
to the lower Income groups because low- income 
workers tend to be at the bottom of the hiring 
queue. The only significant, lasting shift in 
income distribution that has taken place in this 
country in the 20th century occurred during l^orld 
tfar II. In fact, the continued high employment 
rates of World War II resulted in far more Improve- 
ment in the relative lot of the "disadvantag«:u ' than all 
the civil righta and manpower program activities of 
the 60* s. 

The fewer the employment opportunities , the greater 
the burden on both the social Insurance and income 
assistance systems. The higher the levels of employ- 
ment we can sustain, the siore we can rely on social 
insurance to carry us through relatively slack periods 
and the less we need rely on income assistance for 
any but those who have no attacfament to the labor force. 

High unemployment tenda to make income assistance 
programs store cootplex and difficult to administer. 
If people are readily to subatitute work for 
welfare. Jobs mur (-tractive and available. 
When unemployment is high, special measures must be 
taken to Insure that individuals pursue work oppor- 
tunities; these measures may Include actual job 
creation In Job-scarce areas. 
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InployBMnt mmy hAVtt btneflts, in addition to ths 
IncoM It provides 9 auch u Its fsvorabU lapact 
on MUtal htAlthy physical haalth, dsXinqu sn cy 
rataa, and UmLly atablllty, Savlnga may accrue 
to aoclety by not bavins to deal in e rtaedlel 
feehlon with dlfflcultlea that could ham baan pre- 
vented ware aore people working. 

There .ft no atteapt aada here to deal coaprahenalvely with 
Federal enployamt and ■anpoHer pollclaa alnce much reapona: tlllty 
for thera Ilea outalda of DiBtf. In a aaperate paper 'on atud at 
aid It la propoaed that the Federal govamMnt, through 
guaranteed loans (end aoae acholarahlpa In the caae of lowocooe 
atudenta), aake It poaalble for ell atudenta to finance whatever 
poat*aecondaz7 education they dealre. And, in the last section 
of thla paper, which la on welfare refora, a proposal Is developed 
In soae detail for «n eaployMnt policy for low-lneoM pera<v^ 
(and faalllea) eligible for Federal assistance. In this p : 
posal, particular eaiiUesls Is ^acad upon policies which ai Jjct 
the deaand aide of the labor turkat* 



SOCIAL mSPHAWCE 



The function of aoclal Insurance Is to replace wages lost due 
to uneaployaent* dlseblUtTt rstlreasnt, or death. Social 
Insurance represents society's back-up systaa to easa the 
hardships caused by the abrupt caseation of earned Incoae. An 
effective national eiploynant policy anhsneaa the role of aoclal 
Insurance In the overall Incoae walntansnca systea bacs u s a aore 
Indlvlduala have a closer attaclaant to the labor fores, so aore 
era eligible for work related aoclal Insurance, and fewer require 
laecsM assistance when their earnings ceasa« 

An outllns of the public end private progreas which together 
coaprlse the social Ineursnce systea Is provided directly below, 
followed by a dlacusslon of thii specific prograae. 

REASOR FOR EAKHIIiGS LOSS BAmmSS KEPIACEMSHT PROGBAM 



Teaporarv Unaaploywsnt 

Dleablllty 

Raaultlng froa work 
Not raaultlng froa work 
Short Ten 



Long TaxB 
Total 
Partial 



Itaeaployaent Inaurance (UI) 



WorkaenU' Coapensatlon 
Sick Leave 

Teaporaty Dlaabillty 

Inaurance (TDI) 
Private Insurance 



SocUr Security (OASDI) 
VeteranU Co^vensatloa 
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Low to Mlddltt Inci 
RttlrMi 



Social Security (GASDI) 
SoM PrlvAt* ?rovliloii 
(p«nslaci0, ADiMtltlci) 



MlddU to Upper Iiic< 
RctlrMi 



SocUl Security (OASDI) 
Cdwlderable Private Trovltlon 



D— th 



Life Ineurence 
SocUl Security 



y^^^^^ym^t Inmirmce 

No natter how effective e netlooel eaploymnt policy ii there will 
elweyt be pertone iiiTHiloyed, end e ftrong tmeeplayMiat Ineurence 
(UI) progrM will be needed. Carzently» UI iM deelgned to replece 
wegef lost by the teaporerlly uneaployed by redlttrlbuting incoae 
from anployert end t he enployed to the uneeployed. tfl ihould be 
designed to pley e lerge role In the Inccnt aalntenence lyeten In 
the yeert to coe». IF UI It perfoxalng Itf fmctloo* well It will 
aid In: 

« dletlnnilflhint the tei^rarlly mMeployed and their 
needfnroM Che needs of CKe lehrdnlcally i iii i iloyed 
and the unMiployeblea; 

. * helping thoaai whose work record haa entitled thaa to 
UI benefits to reaaln off incoae assistance until It 
It Is clear that they ere experiencing aore than 
tenporery dlaengegeaent froa the labor aerket; and 

• providing Incentives to recipients to retain their 
links tOt and re-entezt ^ work force. 

Unenploynent Insurance progrwe^ all of which are State ednlnlstered, 
are Inadequately coordinated with the incoas essUtance systea end 
are not satisfactorily accoupllshing the objectives set out above. If 
4^ Federal goverment is going to as suae zesponslblllty for e 
minima national welfare eystea then it would be prudent also to 
ensure that UI prograne are operating in a manner that will 
minlnlae the need for welfare for the tenporarily unsj^loyed. 
SosM fldnlwBi national standards night be required, such as: 




75a 



6 



• uniform job coverage across the nation, extended to 
"Includie farm and domestic work; 

uniform entltlaaent that sets a reasonable mlnlnun 
work p«rlod beyond which the Individual becomes 
•llglble for UI benefits over the mAy^tg nn time 
period (26-32 waaks depending upon unemployiwnt 
Uvels in the State lAov market); and 

wage replacenant rates which are coordinated with the 
payment levels of the incoop aasislance program. 

Plsabllltv - 

Disability is one of the most complex areas of social insurance 
policy, ..nvolving a nuiri>er of public and private programs. We are 
not prepared at this time to go any further than a few brief com- 
ments on it. 

Wprtanen's Compensation - This is a State-run program 
to provide wage replacement and medical care to 
individuals disabled in the course of their In 
July 1972 the national Conmlaaion oc State Workmen's 
Compensation Laws reported that currently the protec- 
tion offered by thle system is "Inequitable and 

Inadequate," It rejected, houmver. the idea that the 

system should be Federalized or replaced by some other— 
iaechenism. 

One desirable festure of a VorloMsi'a Compensation program 
is' that it should offer powerful incentives for employers 
to provide a safe working environment for their employees. 
The Federal role in this program can prdbably be confined 
to requiring that minimum standards are maintained which 
ensure that employers must recCf^dize the environmental 
cost of their working conditions; the goal should be to 
prevent the need for more "black- lung" type programs. 

Sick Leav^ i T^m^ ^ry Diaabllity Ineurance. and Private 
Disability inauranee - These are all programs that deal 
with disabilities over the short-term (less than 6 months). 
About 36% of the eamlnga lost from sltort-term disabili- 
ties is replaced through some type or plan. Despite tlm 
Itrge amount of unreplaced Income, it is doubtful that 
the Federal government should intervene in this problem 
at this time beyond provialng increased incentives for 
the development of more private replacement. 
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Long-term Disability - To the extent that long-term dis- 
ability is total, we have in Disability Insurance (DI) 
under the Social Security Act a strong Federal program of 
wage replacement. It is partial long-term disability that 
is the most perplexing problem in the disability area. The 
Veteran's Compensation and Workawn's Coi^>ensatlon programs 
pay benefits for penn anen t^artlal disability. However, 
the considerable discretion allowed decision makers, includ- 
ing agency adjudicators and courts, in detexmining the extent 
of disability in these cases has led to such significant 
variations In payments thar the Integrity of the entire 
program has been jeopardized* In view of these difficulties, 
for which we can offer at present no good solution, our 
reconMendatlon must be to resist extending the Federal income 
maintenance role In long term disability cases into the partial 
disability area» Further analysis of the issue is required 
before any progranmatic steps should be taken. 

Retirement 

Ihe function of replacement of wages lost upon retirement should 
continue to be shared by OASDI and private provision (mainly 
private pensions), but it may be desirable to make adjustments 
to social security that will ensure that it is better coordinated 
with private pensions. Specifically, we believe that social security 
should be developed to meet fully the wage replacement requirements 
of those retirees who have average pre-retirement earnings less 
than the median. These are the individuals who we cannot expect 
to be able to-s«ve sufficient aminints for retirement purposes and 
who are often inadequately covered by private pension plans* For 

retirees who have had above-median wages, social security would % 
continue to be provided, but replacement rates would be lower, and 
private pensions would be expected to fill the gap. 

Beyond the coordination of the wage replacement function with private 
pensions, we must cone to grips with a very basic problem which has 
been developing In the social security system. Increasingly, social 
insurance is being asked to perform functions which more legitimately 
should be accomplished with Income atsistance. Simple wage replace- 
ment should not be expected to solve the income problem of persons 
whose eamli^ power has always been too low to support their family 
responsibilities* Thus if complete replacement of recent-year earnings 
leave a retiree with an Inadequate incone, supplements thould be 
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provided througb the income-teft«d Supplemental Security Income 
prograa, but the vege repUceotnt function of social Insurance 
should not be distorted by special alniBias. Our proposal would 
thus confine social Insurance to Its wage replacenent role. 

Belov ue present soae specific alterations ws would nake In social 
security in order to enable It over the long run to be a more 
effective vage replacement system. 

Q4SDI benefits should be related to recent years' earnings, 
not to a worklng**llfatiae average. 

The wife's benefit should be reduced from 50% of the 
husband's benefit to about 33% to wre accurately 
reflect the appropriate differences In living costs 
between single persons and couples. 

We should maintain current rep l s i a me n t rates (60% for 
single persons) for low wage workers at approximately 
their current levels while increasing the replacement 
rate for medlan^age workers to 50%. 

« \f should resist attempts to raise minimum benefits or 
add benefits which do not support wage replacement 
objectives. 

The above proposals asaunm the further expansion at private pension 
•y I tame for earners above the median- The Federal role should be 
to encourage this expansion and the expansion of private annuity 
plans and to set minlm« standards that axe supportive of private 
wage replaceoent system. 

SoM of the above Improveswnts would require increoees In outlays 
over c'lrrent law. Our general opinion regarding priorities is that 
costly changes In QASDI mat rank below the much nee de d reforms of 
the welfare system. Therefore, we do not propose that any outlay- 
Increasing changes be made in QASDI in the near term. 

IWCOME ASSISTAHCE ( Welfare Bafotm) 

The maintenance of relatively full employment over tim, coupled 
with education and manpoimi policies, should permit most healthy 
and willing persons to sustain eeploymnt which would enable them 
and their families to remain out of poverty. Social insurance 
progrmns, then, should partially replace '.le earnings of those who 
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have had a closa attacfaaa&t to tha labor forca but ara unaoiployad, 
dlaablad, ratlrad or dacaaaad* tha rataa of raplmcMant ganarally 
ahould ba auffldant to allMlnata tha naad for lacooa aaalatanca 
for thla population. Finally, incoBM aaalatanca la avallabla to 
supplanant the IncooMR of thoaa who raaain in naad. Thia group will 
conalat primarily of tha agad, dlaablad, and thoaa who have '"ot hod a 
cloaa attachment to the labor force* 

If aoployamt and aocia! inaiiranca ware par forming their functiona 
well, there w uuld be tm wmv people dependent upon incone aaalatanca 
who have a cloaa attaehnent to tiu labor force • However, theae 
ayatana are not parfoxaing .adequately , perticnlarly tha eaploynent 
one. There la a need for apecial manpower and smployaant polidaa 
targeted on theae individuala who are employahle, along with 
needed aaaintanca for their f«millea» In order that they might 
eventually become non^pendent. 

There ia no need to provide general diaeuaaioa pt .the luadequaciaa 
of our exiating income aeaiatance progrmM, which have been well 
documented* Imcent legialatlon haa provided for a Federal program 
for the aged, blind and dlaabled wl^^ ia a major atep tmnxdm 
adequate coverage* For thia reaaoa, we diacuaa the trM^ment 
thia population only briefly below, tfalfare reform for familiea« 
how eve r » rimmfna tha major unraaolved laaoe and la central to the 
overall objectivea of the propoaal. Below we detail a poaaiblaT^ 
new approach that beneflta frcm the atzengtha of both H,R, 1 and the 
Senate Finance CoaadtteeU approach to reform* 



A. ACED. ByMD AMD DISABIZD 

The new Supplenantal Security Income (SSI) program for the aged, 
blind and dlaabled iMch will go into ef^t Ixi U one of 
the bright apota in tha income aiaiatance ayatens. Jnlfoxm 
aligibility rulea are eatabllrhed} the federal t-^'wnment eatabliahaa 
minlmiM payment levmla which can ba atqtplamented by State* according 
to their taateag and the pror haa Income diaregarda ifhlch encourage 
work. The primary objective thla program ia to reduce poverty, 
and wha ayatem allowa ua to effectively target; our funda on thb 
aged poor. One of our i ■( (■■eiiililliim in the aeetiaii above waa to 
reaiat uaing QMDI aa a poverty reducing michanlam, low with SSI 
there ia a more efficient Federal alternative to increaaea in the 
\ so"callad *'well...;e" featuraa of QASDZ auch aa the mlnimii benefit. 
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We propo 4 only the following changef in programs for the aged for 
the near term: 

To preserve the real value of SSI benefits over time, 
there should be an autonatlc cost-of-living adjustment. 
It should operate similarly to, and be synchronized with, 
the QASDI cost-of- living adjustment. 

When SSI Is effective In 1974, those eligible for the 
program will no longer be eligible foi' food stamos. We 
believe also that with the new higher SSI benefits, in 
addition to the recent liberalizations of social security, 
the nutrition program for the elderly could be ended. 
This would reduce yearly outlays by $100 million. 

FAMILIES 

In this section we discuss a possible new approach to welfare 
reform for families. While it is only one of many al tema ttve 
approaches that deserve serious coasidexation, we believe that 
it contains many aspects which are oX sufficient merit to 
warrant significant attention. This >roposal is presented in 
soms detail in order to encourage a veil •focused dialogue 
on this subject. However, the particular values of many of the 
parameters that are chosen (e*g. the basic benefit level, for a 
family of four) are not crucial to the basic design of the pro* 
posed program* For this reason, attention should be focused 
on those broad areaiB of difference with H.R. 1 in an attempt to 
evaluate the extent to wh'tch these differences improve upon 
Inadequacies of H.R. 1. ^he inadenuacies we ha\*e in mind here 
are primarily those iden* if led by the Senate Finance Conmittee. 



The treatment of those available for work was not 
sufficiently "tough.** Only registration with DoL 
was required in order for an "emplcyable" as w«ll 
as other fsally members to receive benefits. This 
would have been likely to result slAply in an ex- 
tension of the welfare system to many "employables** 
who are not presently covered, with little tcrease 
in their actual work bffori. 

The l<m8er run "succesa** of the program hinged upon a 
generally inadequate set of work Incentives and em-^ 
ploynent policies* Two examples of this were the 
high implicit marginal taa^ rate on earned incooe and 
the Insufficient attention paid to the general un- 
availability of jobs for those required to register 
for work (especially in times of overall high un- 
employment). 
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The F«d«r«l mlnlaun benefit levele were too 
likely to be dUxuptlve In any of the lover 
Inccne (Southern) Stetes* 

H.R. 1 had many feeturet which would cauee 
difficult end coetly edmlaletretlve problesBS. 
Determination of what would conetltute an 
"acceptable" job in the regular labor narket 
waa one of them* 



The Senate Finance Connittee propoaal waa clearly coodltlooed by 
a one of the cooalderatlone mentioned ebove. The approach that 
we formlate la alao conditioned by thoae cooalderatlona; however, 
we bellevia that It ratalna many li^rtant atxengtha of H.R. 1« 
In addUlon, It reaulta In a ayatam that can be more eaally and 
equitably admitiiatered than either H.R* 1 or that of the Senate 
Finance Coomittee* 

In broag outline the welfare reform propoaal detailed in the 
pagaa that follow contalna tba following aleoenta; 

For familUe with no oan^er who ahould work, a 
benefit ayatem aliailar to that of H«R« !• 

• For faailiea with meabara who ahould work, atronger 
Incentivea to do ao than under H«&*1« Benefita would 
be acaled to reflect only the nuMber of family meabara 
not available for woric; r>e available peraon could In- 
creaae the family 't income only by working. 

. Large aavinga through reduced need for manpoifer 

aarvicaa and job creatlon.and no need for child care, 
by virtue of claaaifying aa "available*' for work only 
heada of ewo^parent faailiea and heada of one-parent 
faailiea with no child under (aay) age 15* , 

. k unified and coMprehenaive eet of mat^ower Mtvieea, 
up-grading eubaidiea and public iiervice joba, with 
atrong incentliva to take joba in the regular labor 
market « 

• A proviaion to permit loif*«wage Statea to opt for baaic 
b^r^fit levala bglow the Federal atandard. 



Fmillea Wit hout Avaliabit 

The diffarencea are minimal in the treatment of familiea without 
available meabara between our propoaal and H«R, U The baaic 
eleaenta would be; 
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• H«R* 1 type Federal benefit leveli* We ere* proposing 
e level of $2,700 for e feslly of four for FY 76 
(approximately 65% of the poverty level and, ellowlng 
for Inflation, the fane real levels as H.R* 1)* 

• A 5Q7i marginal tax rate on earned incone end lOOX on 
unearned inconie* 

• A provision to take into account assets* 

In addition, aefld>ers of these families vould be eligible for the 
enployer tax credit policies discussed below, es well es the 
other manpower programs if slots exe open efter eveilaibles have 
been taken care of* 



The 50X marginal tax rate is chosen in order to preserve strocg 
positive work incentives. Even though ve would not requite acf 
of these faidliee* maataf to voxk in order to receive benefitt*, 
f^ny of then will prefer to work and they shoald not be discouraged 
by vmecessarily high marginal tax rates. However, ve recognize 
the high marginal tax rates we speak of ere not just the result 
of the welfere system; they result from marginal rates that are 
also imposed on ecme recipients such as the social security Lex 
rate, housing ellowanoe program and the beginning of the Incosw 
tax. If, in order to lower the welfare ceseload that resulted 
from our plan, we chose to retain a 67X marginal tax rate, then 
, M -s h flMld take action to reduce, the other marginal tax rates 
' that impinge upon the recipients so the totel rate does not exceed 
100% under any circumstances* 



Families with Aveileble Hiwbers 

It is for these fMllies that the aost eignlficant deelgn departures 
from H*R* 1 occur, primarily bec ame of e stronger voxk requirement* 
We propose that no welfare benefits be peid to the faidly for those 
mnbers detendned attallabU* But total fisily ineons, Iseloding 
the eemlngs of any availabUa still would condition the else of the 
grant that the family received* This would be done in e manner 
similar to that for families without eveilable msmbere with one ex- 
ception — the first $1,800 of income earned by the available menber 
of the fsmily, if he is employed In the regular labor market, would 
be disregarded* This providee an extremely strong incentive for su^^h 
work* Eamii^s above the first $1,800 would be subject to the 50t 
marginal tax rate* 
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Thus for tht typical two tpAr«nt fully of four (vlth b«ii«fltt 
of $900 for tlM first p«rton« $900 for thm ••cond, $450 for ttm 
third, $450 for tht fourth.. with ma avAllabU jmU hMd, th« 
fnlly vould have a bMlc b«n**tt l«v«l Mtabllthftd «t $1,800 
($900 -I- $450 -I- $450), not $2,7 j. No wttlfArs btneflti would b« paid 
for tha AVAlUbU perion* Th« flrit $1,800 he Mrne in th« 
regular labor aarket would not result in eny reduction In hie * 
family's benefits; above that level they would be reduced $1 frr 
every added $2 he earned* The breakeven point would be $5,400 
the same as for the fanily of four without an available aeaber. 

The program outlined in the previous two paragraphs thus contains: 

a such stronger push into work for avallables, by not 
paying any welfare benefits for thea; and 

a much stronger pull into the regular labor market by 
disregarding the first $1,800 of earnings* 

But what of the actual work opportunities that exist in the regular 
labor market for availables? Host of the availables under our 
proposal are male heads of intact families who will be holding jobs 
in the regular labor market entirely through their mm efforts, 
particularly during tiaea of relatively low unemployment* However, 
there will be many who vill need aasistance in locatiog, holding 
and being upgraded in jobs so chat they eventually wlll--have- no need 
for income supplementation* tie propose to accomplish this in the 
following wayss 



. All avallabUe would regUter with (eay) e new Federal admin- 
istratioik created for the imrpose* Those who hold jobs would 
be eligible for any necessary woik*related supportive 

.services* Thoee who are, or become, unemployed would 
be able to benefit from job search, job development 
and job placement services* Limited ^rainliii oppor- 
tunitiea would also t>e availsbid when it was known 
(with a high degree of probability) that joba requiring 
this training would be airailable to the recipients in 

^Lha-local labor market* 

None of these measures are new concepts, bttt_4iy focusing them on a 
very limited population and by benefitting from all of our previous 
experience, we should ba eble to utilise them more successfully* 
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UnlttM dl labor nulutir art qulta tight, hovtvsr, thm «bovt affortt 
■till will not b« •ufflclmt. Nor* atttuitlon will havt to b% paid 
to tht lack of availability of Jobi In tha nguUr labor Mxicat for 
all rttglitrtntf who will naad thaa. Tmo Inportwt MMuraa would 
halp ovarcoM thlt problaa. 

Thaia would ba an aaploycr tax cradlt, in tha new 
WIN program, for hiring and ratalnlng thalr ragular 
payroll all workari •llglbU for tha. Fadaral progran. 
(In tha caaa of public Mployari wa might conaldar a 
dlract tubtidy of tialUr MgnlLuda.) 

Tbartf^^idOtd alao ba an aaployar aubtldy for upgrading 
allglbU vorkara. tAthar than aubfidlxiag a^ptoytrf 
for training aa prasant a a n p ow a r prograM do, wa would 
aubtldlta thaa only for raiultf — l.a. Mlary incraaaai 
cauaad by incraasad productivity. 

Both of thaia pollclaa thould ba Mtandad to all atiriMri of fanillai 
allglbla for 7«daral aatiftanca and parhapf to low-ineoaa unralatad 
Individuals and chlldlaff coopUf, not Juat to availablai. 

Finally, for aoat of thoaa rMMiniag availAUa who, avan with tha abova 
aat of pollclaa, ara not abla to locata a Job in tha ragular labor aarkat 
aftar aona pariod of una^ployaaiit, wa would undart^ tha obligation to 
offar thaa a Padarally attbsidiaad public aactor Job. Our ability to do 
this would vary with tha daaand for tueh Jdba, which in turn would dapaud 
prlnarlly upon aggragata anployaant condltiona, but aviTy af fort would 
ba aada to aaka such an offar to tha bulk of Mdiua and long tana ua- 
amployad avallablaa. Wa would ttriva for public aactor Jdba with tha 
following chaTactariatica: 

Thay would ba aoclally uaafut* 

Thay would prov«/ia thalr !ioldara vlth a work 
axparianca that vwul^ '^tttianca thalr ability to 
locata and hold Joba in tha ragular labor aaikat 
*- public or privata *- onaa which will anabla 
than to aova thair faHlllas off of incoaa aaaistanca 
and out of povarty. 

Thay should not ba uaad by public agancias sisply aa 
a naan^f rafinaneing thalr p^tolla. 

Thfra should ba provision for part*tlaa aaploymnt 

^ ^n-thasa Jobs, particularly sinea aany Availablas 

■ISht ba abte to locata part*tiaa aaployMnt in 
tha ragular labor narkat which thay would Ilka to 
aupplaaant • 
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These Jobe would pey a low hourly wage rate. One poeelblllty le that 
we eetablleh a Federally financed floor of 75% of the «lniwB wage 
but peralt States to suppleasnt up to the Federal alnim wage. This 
would build in sons flexibility to account for regional variations in 
low skilled labor wage rates. Another possibility would be to key 
the wage to standards set by the Federal Wage Board. For purposes 
of illustration (and our cost estlauites) we are assuidng that this 
wage rate would be $1.50/hr -- 75% of the assuwd slnlMua wage of $2.00 
in FY 76y which would yield an annuel incoM of $3,000 for full-tlM. 
full-year work, Availables in training would also receive this wage. 

The concept of Federally sufasidixed public sector J obs l a already 
built into such of the existlog aattpoHer legislation, aost notably 
the Emergency EoployMnt Act. By better focusing on available^} our ^ 
proposal cot ' ' ^cconplisfaed without requiring a a^^slve expansion 
in such effotcs. 

One of the aajor criticiaae that la likely to b« raised is that under 
these conditions availables would not have su/^flcient Incentive to 
look for regular Jobs* To avoid this we pro.'ose that, unlike the 
disregard of the first $1800 of earnings in the regular labor 
■arket, none of Che earnings of availables in aubsldised public 
sector esiploynent be disregarded, but In il lately be subject to 
the 50% Marginal tax rate. Public service eeploynent would thus 
provide less net Incone than alnoet any regular labor aarket Job, 
even those paying close to half the Federal alnlaw wage* 



The Definltinn of Available 

Under the prcsraa outlined above, defining an individual as avail- 
able for work places a burden on both the Individual and on the 
GovemMnt. The avallable's fairi.ly will have a considerably 
swller baalc benefit level, th* progtan nuet provide aany 
services Including, In soae IhstMices, a public sector Job. We 
are led to carefully weigh alternative definitions of availability. 

. First is a very broad deflt^itlon of "available** which 
would Include everyone who sight conceivably be e^^ected 
to work* This sdght Include every able-bodied person 
over 16 years of a^, not in school* Ibis broad defini- 
tion places an axtresely high value on the Individual 
having so«e earnings r^ardUss of the total publU fimde 
required to keep the person working (e.g. for child care, 
other socUl satvlces, manpower services, public sector 
e^loyMnt wages) and regatdlese of the fotegooe contri- 
bution a parent In the hoM conld hav» aade In houaa- 
hold work and child rearing. 
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« The Mcond U a lurroH dsflnition which Attaapti to 
iwl^ tb* net social (tcooflale) coats and benefits of 
defining «BT individiLil as available for wozfc* 

In fact it it probably aoat dftaitable to tty to etrlka e zeaaonabU 
balanca ba^ieen the 'e a t» e ay yr eac he i^ tfa nould like to anbject ell 
those adults to the nock raquizsnent who we think should be wotkint 
bat our notion of "should" hea to be tenperad by the piiblic and 
private coats raUtive to the likely benefits* 

Iheza can be no doubt that one parsnt in any two parent fanily 
should be so defined, as should children ovnr 16 end not in school* 
and the adult in single parent fMlrllss where there is no need for 
child can — i«a« no children seed 14 or less* 

We use fourteen (14) throuihout this paper aa the age below which it 
becoMs unclear whether sosis foxaal srrantsnenCs for after school 
cace are needed in the absenca of any parents* Certainly a ten year- 
old rwittirea afUr achocl care, but at lAat age between aUvnn and 
fourteen this reguirsnint esaaes to be prudent ptibllc policy Is un- 
certain* 

It is when ve be^ln^to exsnine the Inplications of defining as avail- 
able the heOs ci singU perent fsailles with sUUjfiiEt tMldi that 
it becostts difficult to arriva at a Judpttttt* (Since over 95Z of 
t^ese heads are fSMlss we will talk about then as fOMle-headad 
fMdlUs*) The coats of preparing theaa people for, end naintaining 
then in snploysMnt begin to rise steeply relative to expected bene- 
fits as we novn down ttar scaU by age of yomigest child* 



The various coat coaponants hare that can be directly nebattc^d ere: 

« YOBtIr or child esre dixact coats (after school 
and full* tins auMtr)* 

* dt^r social aarvicas* 

• Msnpower aarvioes inclodlAg training* 

« subsidised public sector wages and overhead* 

gccsuae well over half of these nothers havs no high school education, 
and little or no pmvioua attaclMent to the Ubor force, we could 
expect the costs incurred for thm to be substantial* And of course, 
accos^>aaying these aarvicas provldad by the Fedrtral goven«ent wouU 
have-to be a large bureaucracy to nanlnistar the ^rogrssM* 
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W« MtlMttt that the addltloiMl cott« for thMC Mrvlce* of an 
H«K«'l definition of nvnlUblllty «xcl*idlng only aothers vlth 
children under 6 m opposed to one that exclude* any wthars 
who need child care (child under age 14), wculd be about $3 
billion In FY 76* At Icaet two-thlrde of tL's vo^'^ld be accounted 
for by fmlllee where the youngeat child la 6-10, because aost of 
the fasdllas are In this group and they cooUln, on the average, 
■ore children* 

la addition to these ■easurabie costs there are two Intai^lble oMa: 

• The fonegflne caetrlbutlon of the aether to household 
woik AndLchlld rearing - Ivnn though ehe Is not paid 
a vets Cor these services they are o£ definite value 
to her fanlly ani boelety* 

• The else of the enbsldised etf>lic eector jobs nool - 
Deflnf'jg ee available all aotJiers whoee yoangest child 
Is ^-14 would reeult In ceosideribly sttre dsannd for 
subsidised public sector jobs* We eetlmte that the 
H.ft. 1 deflnitioQ night ee aueh as double the need for 
such jobs in FY 76, frosi perbspe 450,000 to 900,000* 
Thie would put a eevsm strain upon our ability to 
create the type of jobe we would desire* 

While it is iaposslble to aeasure these two costs In dollar terns, 
they are likely to be quite iaportant* 

The sMasurable cost a of defining as "afailable** a aother with a child 
under 14 could work out to be ae jnuch as $5,000/8»ther on ths average 
for the FedvralrgovenMMnt* However^' thie average figure is 
ttisleading beceuse it U precisely thoss least productive avail- 
eblee that would have to rely aore heavily on ths eiAsidlsed public 
sector jobs for which ths net coets (inelndii^ child care and other 
social services)raage well above that figure* These coete pine the^ 
two intangible ooes listed above are to be coHpared to tlie value 
of additional wozk that would be dune by theee aothers* It is 
unlikely that the value of the work aceoiplUhed by these "avail- 
sblee" vould Justify such costs on econoaie grounds* 
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Of course y •ven if we wexe not to subject them to a work requirement, 
nmy of these mothers wuuld choose to work In the regular labor market. 
Somewhat over a third of all AFDC mothers worked over If time in 
1970. This figure could be expected to ixi^raase under our proposal 
because of the stronger Incentive structure and employer subsidies. 
However » in these instances the Federal gov.roment would not have 
to bear the costs of child care and other services if we did not 
include them under the work requirement. 

For these reasons the priorities for people coverec by the work require- 
msnt should be first, those with older childre>^ not in school snd 
adults with no child care needs; second* mothers irfiose youngest child 
Is near the upper end of the child care age bracket, and last, down 
to mothers whose youngeat child la 6. Our proposal would not sUbJect 
mothers with day care needs to the woi^ requirement at the outset 
of the progrsm* After (say) tm years m could consider phasing in 
mothers with yoooger children. This could depuid i^on whether: 

our escperlence wit^ the euibsidized public sector 
jobs and other manpower ee^rices Indicated that we 
could successfully Incvease the msriwr of people with 
whom we would have to deal; 

general public opinion, af er the new welfare system 
had a chance "to prove itself,** ' . ongly favored such 
an extension of the work requixi At; and 

the budget situation would permit the additional out- 
lays required* 



Unrelated Individuals and ghildl— s Coiples 



We are not proposing that this approach be extended at this tiae to 
unrelated individuals and childlees couplee* However, a basic Federal 
income aesistMice program for this population should be a high priority 
after a system has b^Mtt in place for families for a few years* The 
logic of our approach for familiee is easily extended to unrelated 
Individuals and childless ccoplea. Except £or reaeooa of incapacita- 
tion (much of which would be covmred by social insurance), all child- 
less couples and unrelated individuals would be defined as available; 
tfaue there would be no need for welfare grants, only manpower and 
social services and additional aubsidized public sector lobs* 
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y#dT*X«St*f FUcal a»lmtlon«hipi 

To dttcldtt on tho F^doral Stata coft«fharlng arrflngonMit for the family 
progra It Is helpful to racall theee batlc Idaat: 

• There le a etrong Federal Intereet in eitabllshlng 
a baalc iniTilm iw eyetem nation-wide; 



• hut varlatlooa in wage levels, and a daelre for 
genaroue welfare eyeteae, exlet fron State to State; 

• and the MtablUhnent of the new arrangeaent ehould not^ 
lte«lf, financially penalise a State. 

Wa propjDM to haUnce ,theM eonaideretlone hy the following provleiones 

• In addition to the baeic floor of a $2700 benefit, 
the Fedena govemint wonld provld^'^or a epecial 
floor of $220a for a laslly of four when the program' - 
•tartf in FT 76. Ve could expect that only a few 
Statee alght be hmlm^ rhii benefit lowel by that 

tine when the value of ceehed«out food ftaape le added to 
the State payntnt levele, 

• Since tbif epecial Federal floor is too low for «o«t 
Statee, we would offer to provide 100% financing for 
benefit levele np to $2700 which would be called the 
baeic Federal floor. 

• The Federal minl euM aubfidised public sector Job wage 
rate would apply to all States. 

• States could eupplensnt both the basic grants and the 
subeldised public sector Job wage rate an their own 
expense provided that they do not interfere with the 
progrsM etructure* Because the prograai sf *%ture veries 
considerably froa present lev this wo« 4 :«^*t the Stete's 
ability to maintain payment levei^s for ai^, pr^^sent 
recipients. 

, Wa would provide hold harmless piqrMnts to high paying 

States for changes in the caseload caused by new aligibles. 
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D»iTtlnR Parent! and Fraud 

The prdbleM of detertlng perentf end fraud are very eerloua In 
the current progran. The public perception of the program*! 
integrity Vhlch retultt froB theae probleaa la an even aore danaging 
outcw than the exceaa Monetary coat which reaulta* Any new wel- 
fare program muat explicitly deal with theae laauea. 

In the caae of deaertlng parenta the baalc ^roach ahould he preven- 
tive. That la, the program Itaelf ahould not provide incentive! for 
the father to leave the family* Since the propoaed program include! 
the working poor and ther« are aigniflcant diaregarda of earned in- 
coom, there ahould no longer be atrong incentlvea for fa»ily break-up 
which reault from program deaign* But we ahould elao recognize that 
the Increaaea in' fenily break-up which are occurring in our aocleCy 
are prevalent a£ ell income levela, so there are obvloualy other 
factora involved. Thla maana that despite our programme dealgn we 
muat anticipate that deaertiona will occur. 

Deaertlona generally wan that aupport paymsnta will be denied the 
family and, therefore, the welfare check will be lar ger t han neceaaary. 
The propoaal bare (aiailar to that contained in Tr;it. ^t)-t*^^hat any 
parent who haa deaerted hla family ahall owe~che llnlt«d States the 
amount paid to the fmaily during hla abaence. To enforce thla propoaal 
we would eatabllah central and local unite to locate the deaerted 
parenta and arrange for the approprUte peymente* 

Decreaaing to acceptable levela the anount of fraud which exlata la 
an even more difficult task. The following atepa will be taken to 
reduce the level of frauds 

The initial sligibility detexwingtioii will make 

use of the evidentiary method which requites 
that spplicanta provide doeomantsry proof of critical 
eligibility vmriabUa auch aa age and marriage* SocUl 
aecurity nunbera will be required of all family nMbera 
to prevent duplicate filing and allow for croaa-checka 
on income, particularly eamlnga* 
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A quality control unit will wakm parlodlc ■flupU 
chscki to datatBlSM th« l«v«l of fr«udul«nt cctivi- 
tiMB hy «llglbility factor and gaographlcal rtgloa* 

Spacial Invaitlgatlva ftafff will ba darvalopad to 
proaacuta fuapactad fraud caaaf* 

Co»tt 

BaIoH"«ii priaent attiaatai of tha coata of ttaa propoaad prograni 
alongtida tha cotta of pratant law and tha Houaa vartion o^H«R«l 
for FY 76 » the praauaad affactlva data* *Itt thia coat praaftta- 
tion wa inclnda affactt on axlatinft prograM which would ba affactad 
by anactaant of our propoaal* In ganaral, wa aaa tha protriB_conr_ . 
Molldatlng that portion of tha axlttlng vanpowar and aaployaant 
progrMia that banc fit tha lew IncoM population* 

Specifically wa propose tha following aodificatlons In currant 
prograMt 

• Caah-out the Cuban Rafugaaf progrm* 

• Focuf up to one-half of tha expaodituref under the EEA 
public aervica aaployMnt prcgraa and the progriM of 
^fir Mmpower Developnant and Training Act (HOlA) and 
tha Econonic Opportunity Aot (EGA) on tha welfare 
population. 

Eliminate the WIN prograa 



In the table below m fhow the eoetf of the propoaal on the aiaunp- 
tion that no ftagle-paxent-faBlly heada with childten tequlrlng day 
care axe claaaified available for worie* Another Important atauaptlon 
la that all Statea will participate at tha $2700 level; thlt ataunp- 
tion waa nftde only to flapllfy the coat calculation* Below the table 
we praiant 90am "add-ona" which wt «IJ reault frc» changing tha atauap- 
tiona in tha baaic table. 
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COST C(»fPARtS(»)S OF FAMILIES PROGKAMS 
FY 76 ($ billiona) 





Currtnt Lw 


HR 1 


Propofcd 


P«ym«ntt to Familiei (includii «d«in«) 


$ 6.1 


$ 6.5 


$ 6.9 


EEA» MDTA, EGA 


2.6 


2.6 


1.3 


Subtidisid Public S«ctor JobB*^ 


0 


•8 


1.8 


WIN 


.7 


0 


0 


Child Cm 


f Itielvi«d| 


•8 


0 




^ tmdttr f 






SsrvicMy Trslnlng - — 


C J 


•6 


.3 


Rtfidual Food StMpf 


2*5 


•4 


.4 


Eapl03r«r Subtidi«f 


(Ondar WIN) 


0 


0.2 


Hold HAnUff 


0 


1.4 


1.4 




11.9 


13.1 





"Add«ont" to coft of Propo««d Progrea ($bill*oii«)-^ 

•) For clMtifylos «v«lUbl« thoM tiiktU parmt funily $ 1.0 

haads vhots yountttt child if 11-14 

b) For clMfifylnt m •vailabU thot« ttncU pAZ«nt fsiily 9 3,0 

liMdt vhoM yotrngMt child it 6*14 



^ lnelud«f 13000 in and $1000 in ganarai ovarbaad for 450,000 

avaiUblaa* 

^t/ Mat additional cottt Incurtad by dafining a faaala tiaad of ffimily aa 
availabla Ineluda $500 for tarvlcaty $1000/child for child cara, and, 
for aach full-tlM tubaidisad public aactor J6b» $1,000 in ovarhaad and 
$1,500 - $2^500 in wagaa (nat of raduction in faHily banafit lavala). 
Wa aatiaata that 150,000 Joba would ba taquirad uadar V and 450,000 
undar 'li.** 
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CONCLUSION 



To sisBurize, it is useful to point out f^ie ftrengtht of our 
approach over that of H.R. 1 and the Ser.ete Finance Comnittee. 

Our Proposal, in contrast to H. ^, 1, would not ; 

t 

cost as much; 

pay families benefits that take into account any members 
who society believes should be available for work; 

necessitate" tfie determination of what is an 
"acceptable" job in the regular labor market, 
require regulation and qnforceiaent concerning 
some miniaam nuid>er of hours of work in the 
regular labor market in ^rder to satisfy the 
work requirement, or rnaks receipt of benefits 
conditional upon working in a lob he or she 
would not otherwise want to take; or 

cause disruption of the low-wage States where 
the Federal basic benefit levels might be 
significantly above what the States would other- 
wise want to have. 

On the other hand, our proposal, in contrast to H. R. 1 would: 

result in a system that is more simple and is more 
"self-administering;" 

have a more credible set of en^loyment policies 
and work incentives which hold significant promise 
of reducing welfare rolls over what they would 
otherwise be in the long run. 

In comparison to the approach of the Senate Finance Comnittee to 
welfare refom, our proposal has the following advantages. It 
would ; 

cost approximately $5 billion less; 

put into place a uniform national basic program struc- 
ture, instead of retaining State APDC programs; 

• result in a much smaller demand for subsidized public 
sector Jobs; and 
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tr««t fnllUf with av«ll^l« neiriMri in tuch a way that 
(1) there la no incentive for fetbera (with young 
children) who do not went to work to deaert ao 
tbet the remaining fanlly nenbera can becoBM eligible 
for welfare benefita and (2) the other nanbera of an 
availeble'a family are not penalised and l^ft desti- 
tute if he or ahe refueea to work. 
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ASSISTANCE TO STATES AND LOCALITIES: SPECIAL REVENUE 
SHARING IN HEALTH EDUCATION AND SOCIAL SERVICES 



Introduction 

In FY 1971, aid fro* the Federal goverroient fln«nc«d twenty percent 
of State and local govemnient expenditure!. The aid waa diatributed 
through 530 categorical prograaa uhoae adminiatrative regulations, 
eligibility requircaents and sheer mnber served to overvhelm public 
officials at all levels. 

Many of the prograns are a legacy of the past decade. The 1960*s 
vere a period of rapid Federal expanaion in a nuaber of areaa: 
education, health, aervices for the poor, and environ^ntal pro- 
tection are exa«plea. In a1«>st every case the ■otivation was 
comnendable: deviae a Federal solution to a recognized national 
need. 

But the Federal goven»it, like any organiaation, ia llaited in 
its capacities. As it grows, its internal coordination deteriorates 
and it loses its capacity for focuaad action. Thia problem now 
exists in Health, Education and Welfare and it has brought us to the 
prograa reasaessaent we are now naking. 

Our reassessment recognizes that HEW can aanage well only a limited 
nu^r of programs. The prograM we retain at the Federal level 
mat be carefully aelected. The remainder of our programs ahould 
be given to the Statea and localities In a form which they will 
find most useful. We undertake this reaaaaaament not out of mean- 
spiritedness not out of a deaire to shirk «ur responsibilities. 
Rather, we reassess our programs because ^ «w know that to attempt 
too much ia to accomplish nothing at all. 

Three principal outcomea of our program reaaaeasmit are the Special 
Revenue Sharing packagea in Health, Elei^ntary and Wonder Education, 
and Social Servicea described in this paper. The packages hsve been 
designed with three goals in mind: 

— To simplify program administrstion and decentralise 
program decision making 

— To give Congress, the Administration and the public 
s clesrer picture of totsl program costs 

xo vindicste importsnt Federsl interests throu^ a 
minimum set of enforcesble program strings. 
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Each Special Revenue Sharing package has been built largely 
around State formula grant programs (Some project grant programs 
are also Included). As presently constructed, these grants are 
automatically allocated to States and localities through legisls- 
tlvely deteriLined formulae. The program* iihlch they finance are run 
by the States and localities. The categorical boundaries which 
separate one program from another often serve to Increase adminis- 
trative structure without increasing hjoan benefits. 

Vocational education Is a case In point. The Vocational Education 
Act of 1>63 provides for a general State grant for vocational 
education programs, another State grant for reaearch and training 
in vocational education, another State «r«nt to finance exenpla4.y 
programs and project a in vocational education, another State grant 
for cooperative vocational education programs, another State grant 
for work-study programs for vocational educstlon students, and two 
additional State grant programs. The laaue here is a simple one: 
does the Federal government know hov Ita vocational education funds 
should be divided among tbeae alternative uses in every State? We 
believe It does not. Student needs, labor force needs, and a host 
of other factors vary too widely from State to State to be adequately 
described In any set of formulae. The alternative Is to give each 
State a single vocational education allotment and let State and local 
officials tailor their programs to their needs. This is the alterna- 
tive we have chosen. 

Each Special Revenue Sharing packagea was designed In several stages. 
First, existing categorical programs were conaolldated Into broad 
program areas: vocational rehabilitation services, education for 
the disadvantaged, services for the aging, and so on. We next 
examined the program areas themselvea to aae Irhere further consoli- 
dation waa possible. In some cases* whole areas were combined, in 
other raaes, we achieved limited consolidation through the authority 
to partially transfer funds from one area to another. Throughout, 
our decision rule was to abandon program restrictions which did not 
vindicate an Important Federal Interest. 

As a result of this process, each Special Revenue Sharing package 
substantially clarifies Federal -State fiacal relations. Program 
distinctions which currently exist only on paper are abandoned. 
Greater decision makir^ power la placed in the handa of the States 
and localities. Many small programs are conaolldated into large, 
broad purpoaed grants. This financial consolidation will give both 
the government and the public a better idea of the magnitude of 
the Federal effort in major areas. It will also provide a more 
logical basis for future policy debates. 
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SpecUl Revanu* Sharing It not General Revenue Sharing. Each 
Special Revenue Sharing package aalntalne control! over State 
expenditure! to aeeure the proaotlon of luportant Federal In- 
tereete. In tone caeee, State* are required to ipend at leait 
a fixed percentage of funde on certain groupi--the handicapped 
In Education end the poor* In Social Servlcea are tvo exanplei . 
Thete targeting requlreaente have been Introduced where we have 
evidence that Statee and localltlee want to reallocete funde 
away from politically vulnerable groupu. In the Education pack- 
age, managev^nt: reetrlctlone, Including c<np«rablllty, govern 
the design of coapeniatory education programs for the disadvantaged. 
These restrictions are compatible with the philosophy of Federal 
retention of control In certain key areas. 

All three SpecUl Revenue Sharing packages have other general 
restrlctlona: a planning process which Is open to both local 
offlcUls and concerned citizens; a requlrcMnt that hook9 
and other relevant records (••g.i achool teat scores) be 
maintained and be open at all tiiwa to tiie public and Federal 
laonltors. Each package alao contains non-dlscrlminatlon provisions 
and a set of procedural sanctions for non-coBpll<nc«;^wlth program 
regulations * 

Even with thefce restrictions it haa been poaaible to substantially 
reduce the web of regulations and rulea wltii which State and local 
OfflcUls have to deal. Aa their adminiatrative burden decreases, 
they will be able to devote more time to what should be their 
primary responsibility:— Che design and delivery of services to 
their constituents. 
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It. Health Sp«cU1 Rawnu^ Sharing - 
A. Introduction and PurpoM 

The Heelch Speclel Rtvtnue Shai'ing propoaal la dealgnad to aaalat 
Stataa In aatabllahlng a broadanad public haalch function alaed 
at controlling the cauaaa of dleaaaa and poor haalch. The propoaal 
will support traditional ^llc health actlvltlea Including the pro- 
tection, prevention, and control of coawnlcable and chronic dlaeeeee, 
the control of alcdbollM and drug abuee, public health education, 
mental health* and tu—MAlty anvlroiMantal health actlvltlee, In* 
culdee aupport for SteCee to provide aedleel aoclal aervlcea: 
counaellng, outreach, tranaportation and other aervlcee which vlll 
not be covered by national health Iniurance* 

0. Prottraa Authorltlea to be Congolldated 

Current prograaa that will be folded Into Health Special Revenue 
Sharing ere ahown In Table I, The propoaal will Include Depart- 
•ental prograae which ere currently funded through both fonula and 
project granta. Theae grant prograae will be coneolldeted Into e alnfle 
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TABLE I 

^ Currant ProyrMaa to b€ Folded Into J^ \th Special tmymium Sharing 

FT 74 HKW fcidget 

Forilm Cranti mtllUmm) 

314(d) ^ 

AlcotaollM ^ 

Itarcotlct Addiction ^ 

Prolect Granti 

Drug Abuae ^^^^ 
AlcohollM 

Lead poisoning, rodent control, etc, 

CoMunlceble Dlteesce (other then V.D.) 9*3 

Medlcel Soc^l Service! 152 — 

TOTAL . 523.5 



1/ An gddltlonel $25.2 (■llllon) for Drug Abute 1« ihoim under 
Kiirket Servlcet Developamt 

2/ An additional $16.2 (■llllon) for AJcoholliB le eboim «nd«r 
Herket Servlcee Devtlopaent . 
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block grant. No mttchlng requirements vlll be made on the States 
for receiving Health Special Revenue Sharing funds. 

Health Special Revenue Sharing la built around the current 314 (d) 
State grant, formally titled Grants for Comprehensive Public Bealth 
Servlcea. To thia have been added formula and project granta for 
V.D. control, lead poisoning, rodent control, other comnlcsble 
dlsesses, snd an sddltlonsl sum to cover the costs of medlcsl social 
services. Each of the exlatlng programs In the package la currently 
funded and administered primarily through State and local health 
departments . 

Present Depsrtmental programa Included In Health Special Revenue 
Sharing are currently funded and admlnlatered mainly through State 
and local health depsrtmenta. Some would argue that without strict 
Federal earmarks for certain actlvltlea, the States msy no longer 
continue to fund them st s Isvel daslred by the Federsl Government. 
But In public sctlvlty, Federsl and State governments have aubatan- 
tlally similar goala. This can be demonstrsted by examining the 
314(d) program. In 1967, Section 314(d) of the Public Haalth 
Service Act consolidated nine public bealth categorical programa 
into a alngle block grant to the Statea. Since that time, the 
ahlft in State public health actlvltlea has been minimal; removing 
Federal categorical reatrlctlona did not result in major changea 
in sute public health actlvltlea. Statea not only have continued 
i.C' fund these sctlvltlee> but most Ststes now spend fsr more in 
support or I'uestt «c«,A7ltles than the amount they receive from the 
Federal government. In 1971, Federal public health expandlturea 
under the 314(d) program totaled $90 million; total State expenditures 
that year for theae aaoe programs were more than $400 million. 

C. The Population Served 

The programs Hated in Table I currently aarve a wide group of people. 
There la little reason to believe that the coapoaltlon of thia group 
will change under Health Special Revenue Sharing. Public health 
problema, including areaa Hka drag abuse, have large extemslltles. 
A cooounicable dlseaae among one group quickly may spread to other 
groupa. Becauae of theae axtemalltlea, Statea will continue to 
have an incentive to provide aervicea to all who need them. Accor- 
dingly, the probleaa of Federal antidiacrimination enforcement are 
reduced. 

D. The Diatribution Formula 

The Health SRS package will ba adminiatarad aa a aimtla block grant. 
It will be diatributad among the Statea on a formula baaad on popu- 
lation, per capita income and medical naad including the incidence 
of alcoholism, V.D. and drug abuaa. 
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E. The Ad»lnl«tr«tlve Structure 

Health SRS funds will be allocated to the Governor, who will be 
required to eatabl'th a planning proceaa for deterainlng the dls-- 
trlbutlon of the funds within the State. The Governor vlll not be 
required to designate the State public health agency to adalnlster 
the funds. Instead, he may select the ada^nlatratlve structure of 
his choice. Thus, several State agencies My be Involved In adain* 
later Ing th« prograa. Nor will there be a requlresient C0 designate 
a particular agency to adalnlater Health Revenue Sharing funda at 
the local level. There is no such requircaent st present on any 
prograa to be conaoli4ated into Health Special Revanue Sharing, and 
there appears to be no sdequate reaaon to add such s requireaent* 

F. Additional Requlreaents and Enfoyceaent Procedures 

Wherever possible, requireaents in existing prograa|J||xe been 
elialnated as these peograaa have been folded into Che Health SRS 
package. At present, the 314(d) State grant contains a 15% earaark 
for aental health. Because SRS is supposed to increase Stste 
authority and discretion, this earaark has been elialnated. This 
elialnation will result in soae political opposition, but there is 
no prograaaatic just if lest ion for its retention. History shows that 
States have always supported aentsl heslth sctivities. Under Health 
SRS, they sre free to continue these activities If they consider 
them to be priorities. 

A further esraark on the 314(d) grant requires that no aore than 
30Z of the funds aay be retained for expenditure at the State level: 
the reaaining 70Z auat be "passed through*' to locsl governaents. 
This earaark alao has been reaoved f roa the Health Special Revenue 
Sharing proposal; State and local political conditiona will deteraine 
the aaount of services provided by Stste employees and the aaount 
provided by local personnel. 

* 

Certain ainlaua procedure a are neceasary for all Special Revenue 
Sharing packages. Funds csnnot be used for prograaa %fhich dia- 
crialnate on the basis of race, religion, creed, national origin, 
or sex in either progrsa aanageaent or services delivery. This 
regulstion spplies both to the State and to any agenciea wSth whoa 
the State contracta. 

Statea will be required to maintain expenditure recorda of Hea. ".h 
Special Revenue Sharing which are open to the public and which are 
nade available to the Secretary at the end of each fiscal year. 
This re^uireaent is not preaent in the 314(d) grant, reaulting in 
strongly expreaaed diasatiafaction from Congreaa. 

This open records condition foras the baaia for enforceaent in all 
SRS packagea. Without it, the« ia little practical distinction 
between Special Revenue Sharing and general fiacal relief. The 
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•baence of an open records requlreacnt In the 314(d) grant program 
resulted in atrong Congreaalonal dlaaatlafactlon on theae grounda. 

If the Secretary flnda thet funda are not being spent In accordance 
vlth the condltlona of the Act, he will have fhe following enforceaent 
procedurea available: 

gttf ore— ent Procedurea 

(1) Be can terminate all payMita to the Statei until the 
State dcaonatratea it la prepared to coae into covpliance. 

(2) Ke can terminate all payMnta to activitiea affected by 
the non-co^>lUnce untU the Stata dewmatratea it ia" 
prepared to come into coapliaoce. 

(3) He can operate directly or through arrangementa with other 
activitiea which are found to be in non-compliance until 
such time as the State demonstrstes that it is prepared 

to come into compliance or indicates that it mo longer 
wishes the activities to ' continued. 

(4) He is suthorised to recover such Federsl funds ss have 
been spent on sctivities affected by the non-complisnce 
during the period of non-eoipliance. 

(5) In addition, the Secretary will be authorised under thia 

^ act to bring proceedinga ±n Federal diatrict court against 
sppropriate Indivlduala to compel compliance with t^e 
requiremeota of the Act. The Act will also sutborise civil 
suits in federal dUtrlct court by Individuala who believe 
they are aggreivad by failure of a State to comply with 
one or more of the Act*a requlrementa. 

(6) Finally, the Act will direct the Secretary to eatabliah and 
publicize the exUtence of an office within the Department 
Of HEW to receive and inveatigate citisen complaints. 

I^X* Education Special Revenue Sharii^ 

A. Introduction and Purpose 

Hiatorically, the Federal government^ role in Elementary and 
Secondary education haa been one of limited interventiona, in par- 
ticular the proviaion of aid to aelected target populationa. Our 
Education Special Revenue Sharing package seeks to maintain that 
role while incressing administrative flexibility st the State and LEA 
levels. The heart of our propoeal ia our Educational Special Revenue 
Sharing package of 1971, which provided a substsntUl consolidation 
of educstion categoricsl programs. Our current propoeal builds upon 
this original package through an ineluaion of additional programs 



102a 



and through a restructuring of the 1971 package eanurka* 

Progra» Authorities to be Consolidated 

Our 1971 Education SRS package had five area carMrks: progress 
for the disadvantaged, prograas for the handicapped, vocational 
education programs, SAFA Fadaral lapact Aid, and Supportive Services. 
Our revised package retains each of theae earaerks with aubatantlal 
■edifications. Tbesa Aod If lest Ions sre shown In Table II. 

The disadvantaged earaark has bsen expanded to conform with the 
design snd funding of our EEOA proposal. Whan fully funded the 
carasrk will Include $2,597 a. $1,742 a. will comut froa the current 
ESEA Title I. $789 a. will coae'froa ESA when that prograa axplres 
In FY 1974. Together this funding will be sufficient to provide $300 
per child for every school sge child defined ss poor under the 
Orshsnsky-Soclal Security poverty Index. The funding will also sllow 
soae extrs resources for schools with hlgih concentrations of dis- 
advantaged. The earaark also Includes $66 a. of Vocstlonal Education 
Act funds, the current 15X set aside for vocational education of 
the disadvantaged. Thla relocation of the VEA funds In the dlsadvan* 
taged earaark will help States In developing s coaprehenslve spprosch 
to the educstlon of disadvantaged students. 

The Issue of coaprehenslve strstegles for target groups slso srlses 
In the esraark for the handicapped. We have revised this esraark 
upward to $82 a. $38 a. of this aaount represents the consolidation 
of handicapped programs In our 1971 Educstlon SRS package. $44 a repre- 
sents the current 10% set sslde of Vocstlonal Education Act funds for 
vocstlonsl educstlon of the handicapped. Again, the coabinatlon of 
the two funding sources should sld Ststes In the development of s 
aore unified spprosch to handlcspped educstlon. 

The new Occupational Education earaark replaces the Vocational 
Education earaark of our 1971 pack . e. It rcpreaenta a aerger of 
our current foraula grant prograas 1. the occupational training ^rea. 
The funding level of $389 a. represents $17 a. from the current 
Occupstlonal Education program and $332 m. from VEA, the portion of 
VEA funds which are now alaed at the general population (as opposed 
to the handicapped and the dlaadvantaged) . This earmark la designed 
to encoursge the funding of both existing occupstlonal training 
programa and the funding of new programs Including the sdoptlon of 
models developed under our Csreer Educstlon program* 

A SAFA A earmsrk zepreaenta a change from our 1971 SRS package and 
a return to the budget |> opt^sals of 1*169-70. Co—un ities who lose 
property tsx dollsrs *v ^ children who live on Federsl property have 
a legitimate grievance. These cosmunltles sre sided under the SAFA A 
portion of Impsct Aid, sld to children whose f sallies live on Federsl 
property. The same grievance doea not properly extend to SAFA B 
children; children whose parenta work but do .not lly^Pn. JM*^^.4^k k«^. 
property. Often this SAFA^ aid goes to the *'»^<>«8^^V^^* • jJ^^.S*^;! 
^oTc^nity whose residents work on Federsl property In . neighboring city. 
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We propote that SAFA A aid be retained and eemarked while SAFA B eid 
be eliminated end its furde be treneferred to the Generel Supportive 
Servicee eeraerk. 

The Supportive Servicee eemerk hee been revit t e kind of 

hold hermleee provieion. In our originel Educetluu a*S peckege, the 
$284 m. Supportive Services eemerk repreeented e tnejor edvence: the 
conbinetion of cetegoricel progrene for librery euppprt, school eupport 
end so on, into one funding eennerk. Our current propoeel reteins this 
coneolidetion end edde to it the $53 m, fotvule grent progren i« Adult 
Educetion, the $16 m. now going to SAFA B children end e $42 million 
hold hexnleee. By constructing the eermerk in thie wey end providing 
en eppropriete liet of fundeble ectivitiea, we permit every Stete to 
continue exieting prograa»a (including edult edticetion end SAFA i« 
it eo choosee. 

The Hendicepped, Occupetionel Educetion end Revieed Supportive Servicee 
Eennarka ell include dif -retionery tranafer authority. Each Stete ie 
permitted to transfer up to 30X of the funde ettributeble to any one .f 
these ereee to any other eree, Tranefere out of the Dieadventaged end 
SAFA A earmarks are not be ellowed. 

C. The Populetion Served 

Our revieed Educetion SRS peckage conce--t---a reeourcee on three 
terret groupe: the dieedvantaged» the hendicepped, mA ueers of 
occupetionel educetion eervicee. In eddition, the package provldee 
Impact Aid to diatricte with children houeed on Federel land and eome 
generel populetion eupport through Revieed Supportive Servicee. These 
terget groups provide e reelietic deecription of our current role in 
Elementery and Secondery Educetion. 

D. The Distribution Formule 

A Stete *e shere of Educetion SRS funde wil* be beeed on tht sum of 
three terms: 

(e) Dieedventeged eid will be computed eccording to the nuober 
of echool ege children in the Stete who fell below the 
Oreheneky-Sociel Security poverty index. Additionel funde 
will go to thoee dietricte with e eubetentiel concentretion 
(e.g. ebove 30X) of disadvanteged studente. 

(b) SAFA A Impect Aid funde will be computed on the beeis at the 
number of children In e Stete whose parents live on Federal 
property. 

(c) Handicapped and Generel Supportive Servicee ellocetione will 
be besed on the nujii)er of school ae children in the Stete, 
modified by Stete per cepite income. 

Aid for disedvantaged children end SAFA A children "^^J J"* ^i""!;^ 
through to the dietricte with thoee ^hlWrw. R^jpcwibill^ 
ellocetion of Handicapped and Supportive Senrteat funde will r.main wicn 
the Stetes. 
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E. Th« Adainlttratlv Structur> 

Tha Stata laglalatura In Mch Stata vlll daaltn«ta an adnlnlatiktr^r 
for tha Education SRS packAga. Va axpact thla adalnlatrator to b« 
althar tha Govarnor or tha State Suparlntaadant of Education* but 
«• laava thla cholea to tha Stata'a political procaaa. 

Additional Eamilra— nta and Enforc— nt Prucaduraa 

Unlike public health prograae, education la an area where Stataa 
have etront incentlvee to dleobey federal raguUtlona. Our recant 
audlte of Title I funda auuMt that where poeelble* Stetee end LEA'e 
will uee theee funde to eubetlcute for rether then euppleaent exletlng 
locel progrew. For theee reeeonet the klnde of etrlnge we piece on 
the Educetlon SRS peckege ere pertlculerly iaportent. 

All progreae will be eubject to the Equal Educetlonel Opportunity 
Act lenguege of Title II (e^f). Thle lenguege prohlblte dlecrlal- 
nation on the beele of rece> color or netlonel origin, end any trenefer 
or etudent eeelgnaent petteme which eetve to increeee the exletlng 
degree of eegregetlon within the echool eyetea. DlscrlMlnetlon beeed 
on eex or creed vlll aleo be forbidden. 

All progress will be required to aelnteln open hooka of expeneee end 
other inforvetlon eeeentlel to the public evel Ion of the prograa 
Including* where epplleeble* teet ecoree by echor^ * 

The dleedventeged eerMrk will conteln e nuaber of additional regu- 
letlone etrlnge. All dletrlcte providing coeveneeto*, ' eervlcee will 
heve to aelnteln coaparablllty of prograa though the cur^'ent five 
retloe on which coaparablllty le Judged (etudent/tea?h^t* i^tudent/ 
pere«-profeeelonal* etc.) can be reduced to two retlo4; student/ 
pereonnel, and dollare/etudente. 

Eech progrea will be required to aelnteln e Perent Advleory Council 
ee le now required In Title I, To fecllltete the operetlon of theee 
ci^unclle* they should be elloceted e eaell portion of the prograa' s 
adalnletretlve expenaee. 

Ae In EEOA, et leeet 3/4 o. the dleedventeged f Ade will be required 
to be epent on the teechlng of beelc ekUle Including reading and 
aath. Finally* eech progrea will be required to cerry out e pre end 
poet prograa testing eveluetlon. Theee etrlnge ere coneletent with 
our philosophy of laprovlng the aenageaent In thoee erees Where e 
Federel role le Juetlfled. 

The enforceaent proceduree for Educetlon SRS reguletlone will be 
elaller to thoee deecrlbed for the Heelth SES peckege: the pertlel 
or totel teralnetlon of peyaente* the recovery of peyaente epent In 
progreae not In coapllsnce with Federel reguletlone, the Inltletlon 
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of cltlsan tulta againat approprlata aducation offldala, tha 
authority of tha Sacratary to bring ault in diatrict court to 
raquira conplianca with Fadaral ragulatlona. and tha authority of 
tha Secratary to diractly or by contract carry out an activity vhara 
that activity waa out of co«plianca with 7adaral ragulationa. 
Thaaa Proviaiona ahould of far adaquata protaction againat abuaa* 

IV. Social Sarvicaa Spacial Ravanua Sharing 

A. Introduction and Purpoaa 

Tha Social Sarvicaa Ravanua Sharing packa^a ia daaigned to aid Stataa 
and localitiaa to provide aora affectivaly protactiva aarvicaa for 
particularly vulnerable citisana, and aarvicaa which enhance inde- 
pendence end eelf*auf f icitacy* Theee eervicee include: 

- Social eervicee for the poor not covered under workfere 

- Rehabllltetlon eervicee 

- Dey cere, child developaent, and child welfare eervicee 

- Youth development end delinquency prevention 

- Servlcee to the Aging 

Social Aervicae deel directly with the interectlon between indiviauale 
end their eociel environaent. For thie reaaon. the outcoae of aociel 
eervice ef forte ie perticulerly eeneitive to local, culturel, end 
even individual variation. Thua it ie eepecially appropriate that 
prograa decieione in thie eree devolve to Stete end locel officiele, 
who can reepond acre edequataly to locally verying neede. 

B. Protrea Authoritiee to be Conaolidated 

The Sociel Servicee Speciel Revenue Shering package coneiete of e 
einglet coneolideted block grent. Includad in the package ere funde 
now being expended under C&ild tfelferi^ the non-cxperiaentel portion 
of Reed Stert, Vocetional Rehabilitetion. the eoclal eervicee titlee 
of the Sociel Security Act, end the foraule grent portiona of 
Develoi«Mntel Dieebilitiee end the Older Aaericene Act. Theee funde 
ere lieted in Teble III. The conetruction of the peckege rcquiree 
eeverel pointe of explanation* 

Head Stert 

Indue ion of the bulk of Head Start funde in the revenue eharing 
bill iapliee e najor change in the edainietretive etructure of the 
prograa. Read Stert funde ere currently elloceted aaong Statee on e 
foraula baele, but the prograa ia officielly coneidered en experiaentel 
Federel project grent progrea. The SRS peckege trensfere the majority 
of Read Stert funde ($365 a.) to the Stetee while $60 aillion wculd 
be reteined et the Federel level for reaearch and capacity building in 
child developaent. 
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TABLE XII 



Curr«nt Programa to b€ Included in Social Servic— Hevnue Shwing 



Social Servicea (Titles I, 
IVA, X, XVI of SSA) 

Child Welfare 

Head Start 

Vocational Rehabilitation 
DeveloinMntal Di&abilitiea 
Services to the Aging 



$2,000 Billion 

46 

365 
645 

22 

42 



$3,120 ■illion^ 



0 
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The decision to Include Head Start In revenue sharing Is bsscd upon 
two cont Iderstlons: 

- At $400 million It Is too large to be seriously expcrlMntal; 
It Is a service progrsm. Yet the "experlaentsl" Isbel hss 
been the rstlonale for not expsndlng the program beyond Its 
current coversge of 15% of eligible children. The proposed 
change brings policy Into line with resllty. 

- The consolldstlon of Head Start iflth day care under Social 
Services facllltstcs the developMnt of a single delivery 
system for all child development programs. This position 
wss taken lait year In the Administration specifications for 
the child development bill. 

Revenue sharing Head Start Is, however, likely to -ean reduced Involve- 
ment of the Coo«inlty Action Agencies who currently administer over 
903: of Head Start grants. In addition, there may be aevere trtnsl- 
tlonal problems as States and localities el lmlnat«s4lead Start projects 
which are regarded as politically troublesome. To eaac^ttie transition 
of this program, we suggest that the Inclusion of Head Start in the 
Revenue Sharing package be delayed for one year after the enactment 
of the bill. This would allow time for both CAP agenc.es and Head 
Start programs to generate other resources. 

YPDPA. DP. and AOA 

Under the SocUl Service SRS package, Statea are given the option 
of providing services to youth, the aged, and the developMntally 
disabled. However, only the formula grant portions of DD and AOA 
are folded Into the package. 

The project grant programs under tDUPA, Developmental Wsabllltlea, 
and AOA are Included In the capacity bulHlng package to enmure their 
continued use for Innovative market development activities. We 
propose the nutrition portion of AOA be converted to IncoM atilatance 
to aged Individuals. A combination of enhanced purchasing power 
and stimulation of private suppliers wUl be more effective in 
meeting the nutritional and social needs of the aged thatn the program 
as It now stands. 



Vocational Rehabilitation 

Under our proposal, vocational rehabilitation services would be for 
the first time cotitol Idated with <^oclal service authorities for the 
poor, and would be required to ei^>ha8lze services for the handicapped 
poor. This position is consistent with Administration propotala in 
the last Congress that a fee schedule be mandated for aervicet 
under the VR act. As it now stands* the VR program authdrizes 
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the uM of fundt for ■ «ld« ranga of Mrvlc«t» many of which con* 
■tltutA «a overlip with oth«r socUl and aedlctl servlca tuthorltlct. 
Thlt consolldAtlon facilitates allalnation of tha Inef f IdencUa 
ctuaad by auch ovarUp. It should ba notad that Incraasad targating 
on tha poor, lapllclt In thla propoaaX, would not ba aora axpanslva: 
It la aatlaatad that lOOX covaraga of the handicapped poor would 
praaently cost $450 ■llllon— $200 sllllon leas than the current 
prograa which covers sll handlcspped persons. Tsrgatlnt aervlces 
to tha poor would not result In justification i6v Inflating the 
rehabllltstlon budget. 

At the praaent tlae, $350 s. of 7ocetlooal lehablUtatlon funds 
provide services which will be covered under Itationel Health 
Inaurance when that progrea goes into effect. He recoMend that the 
VR prograa aavings, gsnereted by hcelth insifttce.^ ellowed to 
resaln with the States snd locelltles. 

C. The Poouletlon Served 

Approxiwtely 90% of the funds In Teble III ere currently being spent 
on the poor. (SocUl ServUes» Heail Start, and ^miaataly 601 
of Vocational BehablllUtlon) To insuxe that this targeting Is 
aelntslned, we propose e requlreaent that 901 of the service funds In 
eech Stste be tsrgeted on the poor. A fee would be sssessed, where 
appropriate, for services to the non-poor. 

To assure continued service to those target groups currently speci- 
fied under the categorical progress to be consolldeted, we proposs 
that s fixsd percentege of «q>endltures be allotted to each of the 
following categories: the sged» the disabled, and children and their 
fasdlias* The proportion of funds allocated to each category would 
follow current expenditure pettems. For the first ysar (bsfore 
ths inclusion of Read Start) tha following aaraarks are suggested 
for eech cetegory: 

First Yeer 

Children end Failles 60% ($1.65 billion) 

Disebled 30 ($ .83 ) 



After Heed Start is included in the peckage u hift toward children's 
services would be necessery: 

Subsequent Years 



Aged 



Totsl 



10 (S .28 I 

lOOZ ($2.76 billion) 



Children end FaBllies 

Disebled 

Aged 



64% ($2.01 billion) 
27% ($ .83 ) 

-2 iL^ I 

100% ($3.12 billion) 
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The Aged, Diiebled, end Children end Femlliee Eernerks ell include 
diecretionery transfer euthority. Each State if permitted to trenefer 
up to jOTL of the fundi attributable to anyone of theee areas to any 
other area, to respond to varying State and local conditions * 



Foraula for thg Distribution of Funds 

We recOMend the Social Service revenue sharing funds be distributed 
uelng a single allocation foraula based upon the nuid>er of low 
incoM individuals in each State as defined by the Orshansky-Social 
Security index. Slight weighting in one or another client group 
(the aged, children, handicapped, urban populations) could be incor- 
porated if necessery for politijbal appeal-, but it is unlikely that 
Che resultant allocation would significantly differ from one based 
on incoM alone. 

E. Adalnistrative Structure 

The nature of Social Services does not provi<1e autdMtic incentives 
for States to offer en equitable progr«a. 1'he area contains a 
history of aunicipel Interest, State dis/n.erest and ciLy-State 
conflict all of which suggest the need foi: a carefully crewn adaini* 
strative structure. 



The question of progrs* administration centers on two issues: 

- Hoik are funds distributed a«mg local areas? 

- Who is the pFogram agent in each local area? 

We propose chat the Social Service SRS package require each State 
to distribute funds aaong local areas In proportion to their 
poverty populations. Specifically, 90X of the State's funds should 
be allocated in this fashion while 10% of the funds snould be 
reserved for the Governor tQ allocate at his discretion. 

Program agents and program content should je chosen through an open 
planning process guided by the State. This process imist include the 
Governor or his agents. State and local officials, potential program 
clients and cititen representation. The rasulting program and choice 
would be published in newspapers in the State. 

Additional Heoulrements and E nfen^fj ^t Procedures 

In the previous sections, we have outlined three program requirements: 
a 90% targeting of funds on the poor, a fee schedula, where appropriate, 
for services for the non-poor, and an intra-Stata formula for the dis- 
tribution of funds. To this list we add the additional requirement 
that States maintain their current level of effort in socUl services. 
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A maintenance of effort provision is required because the SRS package is 
designed to pronote progrim simplification not fiscal relief. 
Without such a provision, evidence suggests that States may well with- 
draw their current matching share of social services monies. 

Other administrative requirements to ^ocus funds on particular services 
or groups of recipients, could be added necessary. The process of 
enforcement in Social Services SRS will resemble the enforcement process 
in t.ie other SHS package. In the Social Services, anti-discrimination 
regulations will be supplemented with an additional condition that all 
progirams must be voluntary on the part of the recipient. 



V. Conclusion 

The Special Revenue Sharing packages in Health, Education and Social 
Services contaf*^ a total of $7.5 billion, one quarter of all Federal 
grant8*ln-aid to State and local governments. Together they con- 
solidate 42 State formula grants «nd six project grants into eight 
broad categories: one in Health, five in Education and one in Social 
Services. The consolidation will persit State and local officials 
to reallocate their •■ine to trtiere it is needed most*, the design and 
implementation of programs to serve their constituents. 
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CAPACITY BUILDING 



I. INT80DUCTI0M 



The declilon to devolve * greater eaount of Federal resource* «;td 
allocation authority to individuala and State and loca goveTuenta 
necaaaitatea that we aaau: that people can obtain the tpodB nd aer- 
vicea they need, and that State and local govema^nta !«ve th capacity 
to utilise affectively the additionel reeourcea providtx* to t-mm. Thus 
a coaplewant to decentreliztd dec ia ion-making authority ia the need for 
the Federel govemaent to focua Ita ecttvitiee to ii^r^-^e the c*paclty 
of State and locel govemaente and other inetitutlona «o provide needad 
huaan aervicea. Accordingly, we propoae thet the prlnary Federel role 
for DHEW over the next aevtral yeare be aa an innovator, experinentcr, 
deaonatrator, developer, and eveluator, not ea a eervice provider. 

The Departaent ia to be principally a purveyor of innovation and change. 
Acceptence of chenge dependa on the atructura of particular inatitutions 
and cm the cherecteriatica of the propoeed iimovationa. Specifically, 
where govemaente or other inetitutlona can and would lapleatnt a pertlcu- 
ler good idee, diaaeaination of reaeerch reeulta aay be aufficient to 
produce the desired change. Where they teck the know-how, technicel 
eaaiatance. Halted financiel e»»i»tanca through narket and aervices 
developaent, or apeclal aanpower developaent prograaa aay be required. 

There *re, of courae, other ectivitUa which do not fit neatly into our 
categoriea of financial eaaiatance to indivlduale, apeciel revenue shering 
or cepacity building. Kany of theee ectivitlea reaain In DHEW for histori- 
cal (Speciel Institutions) or functional (FDA) reasons. These ectivities, 
end our proposed retionalisetlon of their role within the Federel govemaent, 
•re discussed in the final peper et Teb E entitled "Other HW Activities. 

A brief y of how we propoae to handle cepeclty bWlding ectivitlea 

concludaa thia aaction of the peper. Each of the aubjecta aunnarizad is 
diacuaaed under Taba D*l,D-2« and 



« Sneciel aannower dev«lo«>aent ia to focua on critical 
asnpower shorteges. We propose to use general higher 
educetion student eseistance (discussed in the higher 
education peper) es the primary aaana to allow ecceaa 
to all foras of hi^er educetion. Where speciel cir- 
r.««atancaa"inadaquate atudent flow, insufficient 
Inatitutional training capacity, or inepproprlate 
diatribution of output--requlre Federal intervention 
in criticel akill areas, we propoae three coaprehenalve 
authoritiea--for health, educetion end aocial services- 
to be uaed under atringent criterie. Under each of these 
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•uchorltles itudent Mslstanca would provide Incentives 
for (1) eklll trelnlng In ehortmge occupetlons, (2) 
specific profeselone to work In ehortege ereei end (3) 
■peclel eccese for nlnorltlee to certeln professions. 
In eddltlon» we would provide Instltutlonel eld In 
order to (1) aelnteln enrollment et an epproprlete 
level, (2) encourage specUl skill trelnlng and (3) 
encourage curriculum and other teaching refoms. 
FlPAlly, the Secretery would be given euthorlty to 
regulete licensure requlrenents . Because of our generel 
student eld proposels end beceuse existing prograM ere 
not well tergeted to these objectives we propose e 
slgniflcent reduction In funding for spaclellzed man- 
power programs- -down from the current FY 74 $1.1 billion 
to approximately $400 million In R 78. 



e The focus of the market and services development Is 
overcoming market imperfections in the provision of 
servicer by. among other things, implementing delivery 
nodes which may have been experimtntelly demonstrated 
throu^ reseerch. We propose e general cross-cutting 
authority for services Integretlon plus four conaoli- 
deted eutborlties: eleaentery and secondery educetlon, 
higher educetlon, heelth, and social services. These 
euthorltles would combine che many programa now pro- 
viding technlcel esslstance. manpoiwer retraining, 
planning, stert-up funds and service subsidies. The 
euthorltles would be used strictly for time-limited 
implcnentation of proven techniques elJMd et insti- 
tutlonel reform, thev would no^ othetvise be imple* 
mented e.g., HMO's. We elso pTopose a generel loan 
guarantee authority for construction which wmld 
replace severel existing euthorltles. 

e The focus of research and developmaat is to be on dis- 
covering new knowledge and disseminating that knowledge 
We propose consolidetion of che many separate Bt&D pro- 
grams into five major reseerch ectlvities/euthoritles , 
leeving biomedlcel reseerch es e eixCh major category 
but with the separete euthorltles of the verioua NXH 
Institutes. We do not propose any Major change in cur* 
rent R&D funding levels. 
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One way to characterize the capacity-building propotalt we make Is to 
view them aa ratlonW^lslng the purposes of programs in this area. Rather 
than fragmenting the functions of R61D, manpower, market development, and 
service subsidy by authorising them separately for each problem, we 
propose to combine these functions Into a few consolidated packages 
covering a wide range of problems. 

K major benefit of this approach lies In the substantial simplification 
of purposes, and corollary Improvement In management, that this will 
enable. For the first time w# will have a capability to direct our 
capadty-bulldlng activities without continuing service subsidies 
diverting our sttentlon from the real purposes of the programs. Equally 
in^ortant, the consolidation of authorities will allow us to target 
far better on the problem we can deal with best. 

The second major benefit lies In the contribution of our proposals to 
IntergovemmenUl relations. The three manpower, six market and services 
development and five R6J) authorities we propose will replace Innumerable 
separate programs, each with Its own rules and regulations and funding 
pipeline ro atate and local governments or private Institutions. Small 
grants can carry as much red tape as larger ones, and grant consolidation 
need not stop st special revenue sharing. The new programs will be 
managing hundreds of projects each year--these will still require detailed, 
separate management. ^^nethele8S, the net Improvement will be substantial. 

k third benefit lies 1 1 the clarification of respective roles for 
capadty-bulldlng versus financial assistance. Tha new approach will 
provide us with reasonable criteria for judging, as new problems and 
priorities emerge, how to tiandle their various aspects. If a problem 
requires substantial additional fesource* it would normally be appro- 
priate to modify our flnancUl assistance packages. If it requires research, 
it would be appropriate to modify our research program. And so forth. 
In many cases, we expect that this will show that the problem 
does not require new resources, but redirection of existing ones. 
Budgetary discipline and control should be aubstantially eesler. 

Each of these advantages carries some costs, these need not be elaborated. 
No change is costless; the plain fact is that the present system is un- 
governable. We do think, however, that one problem should be put In 
perspective. The changes we propose will reduce the visibility that 
separate authorisations for each problsm provided. This will lead to 
charges of sell-out. In fact, the consolidated authorities will 
specifically enumerate problem areas, and will be subject to normal 
legislative and budgetary oversight by the Congress, just as at pres nt 
but more manageably. For the Interest groups, the change is largely 
cosmetic, since the functions will continue— hopefully on a more effective 
basis. The only real losers will be the handful of programs and projects 
which are not viable without special subsidy because they have already 
failed. 
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II. DEVELOPMENT AND DEPLOYMENT OF SKILLED MANPOWER 



Introduction and Summary 

Skilled Manpower programs Increase the capacity of sub^natlonal 
governments and Institutions by Influencing the level, mix, composi- 
tion, and location of manpower needed to provide human services. 
As In the other parts of this paper, we focus on problems which 
remain after the effects of our basic program* of financial 
assistance and the economy they Impinge are taken Into account. 
For example, if the doctor shortage were due to consumer 
Inability to pay for some "necessary" level of health care, or to 
students* Inability to pay for graduate education. It would not be 
a subject of this paper. 

The American economy, throUgih the largely uncoordinated training 
and eovloyment decisions of millions of persons and thousands of 
Institutions, has over the last several decades undergone vast changes 
in occupational mixes, levels, and locations with what appears to be 
great overall success In speed and ease of transition. The major 
current exceptions, teachers and engineers, are as owch the result of 
government action as market forces. And to put the current problem 
of ov r supply among scientists and engineers In perspective. It should 
be remembered that only 10 years ago the major concern- -and one which 
led to a National Commission and passage of the MDTA-*was for 
"technological" unemployment of the semi- skilled due to automation* 

Even with effective overall government manpower policies— such as 
the loan guarantee and schplarShlp proposals we make--we would 
always expect some problems In some sections of the human service 
manpower market. Students may make Incorrect assessments of career 
opportunities and apply In excessive or Insufficient numbers In 
particular fields, uae to Ignorance, truly unforseeable change, or 
risk aversion. Temporary surpluses lead to unemployment, and 
temporary shortages to excessive wage rises (and subsequent plateaus 
because salaries are typically Inflexible downward). Training Insti' 
tutlons which sre often unwilling or unable to expand and contract 
with labor demand changes Increase the length of temporary shortages 
and surpluses. Finally, professional organizations may act as cartels 
and create licensing and credentlallng barriers In th^ name of 
quality control. And past experience suggests that these problems 
may affect minorities worse than the majority. 

The Department currently operates dozens of prograois, totalling an 
estimated $1.0 billion In FY 74 to deal with such problems. These 
programs are subject to major rrltlclsms: 
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• They can harllly be characterized as uaountlng to a 
coherent manpower strategy. While the focus has 
shifted to health from education In recent years, 
It did so far too late. 

• By and large, the progress are not well targeted. Their 
purposes are not always clear, the need not always justi- 
fiable, and In aost cases the Instruaents chosen are 
Inappropriate, tfe pay people to becove doctors, a stra- 
tegy which would be appropriate only If qualified students 
were unwilling to do so on their own. Only belatedly 
have we begun to focus on the «aJor bottleneck— the 
unwillingness of nedlcal schools to expand to neet appli- 
cant demand* 

• In many cases a program devoted to one aspect of a man- 
power problem aggravates another aspect* Thus, the larger 
the direct and Indirect subsidies to medl«.al researchers, 
the larger the diversion of manpower from primary care and 
the diversion of medical schools from teaching to research. 

• Because the programs spend far more than necessary to 
achieve social obJecti\«s, the excess spending is essen- 
tially a windfall subsidy— one which accrues mainly to 
upper'-middle- income people. We could not survive 
without the social benefits provided by the Army, the 
Police, teachers and doctors— but this does not Justify 
paying any more than the minimum necessary to meet our 
manpower needs. 

k considerable part— but by no means all— of the eids'ting program^ 
would be justified if we did not reform our student aid programs. 
Going to medical school is a major expense— both directly and in 
terms of foregone earnings— and a major risk, even though the rewards 
for success are great. But with our guaranteed loan frogram, together 
with our scholarship programs for low income students, the need for 
anything like current levels of categorical support disappears* 



Accordingly, we propose a major consolidation of existing aanpower 
authorities, together with a subsrantially reduced level of /ynd4nA 
Because of transition problems^ as well as soiu ooubc as to the pre- 
cise level rnd types of support chat would be justified after the 
kind of rigorous, detailed reseik^ch and analysis that must be done, 
we propose a more gradual phasedown and a hlgner carget level for 
1978 (about $400 million) than we believe a strict application of 
reasonable criteria for intervention would Justify, 
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In a dynamic econonqr, manpower ahortages (labalances between supply 
■nd dMnd) alwayf will be present. These real shortages will be 
eliminated In competitive markets over time through wage or employ- 
ment increases. But sometimes the market is artificially constrained, 
cr demand rises expecially sharply, and the tlatt required to 
eliminate the shortage is lengthy. If through Federal programs the 
labor supply response coul'* be hastened, social benefits will result 
because a greater quantity ^f employment (and service) would result 
for the same total expenditures* Thus Federal Intervention may 
be appropriate provided that e<kch of the following criteria is met : 

• The benefits of Federsl intervention must outwei^ the costs . 
This criterion is essentially that which should govern sny 
government action in sny field. If children are not learning, 
or sick people not being cured, then there is a "shortage" 
of education or health services which SS£ Justify action, 
depending on the effectiveness and costs of tools at our dis* 
posal. The difficulties with applying this criterion hardly 
need elaborstlon, the crucial point is that a careful and 
realistic assessment is necesssry. For example, if a man- 
power shortage is duv simply to the unavoidable time needed 
to build up s training pipeline, then actions to subsidize 
the pipeline have little benefit while actions to hold down 
wages during the build-\^» nay have substantial benefits. 
Federal actions are in general likely to be most cost- 
beneficial in cases in which shortages will persist over a 
long term or even permanently. This is usually due either 
to a) deliberate restrictions on entry or mobility, or to 
b) the existence of substantial social benefits or private 
costs which are not captured in the wage rate (e.g., rural 
doctors and exotic language specialists). In such cases, 
of course, the existence of a social return for some 
psrticular type or degree of intervention does not justify 
' any or sll possible costs. 

e There must be a real manpower shortage rather than lack of 
customer deiMnd . The hundreds of thousands of unemployed 
teachers are a dramatic example that govemaient programs to 
meet "desired** manpower levels by Increasing the supply of 
teachers were misdirected. Real manpower shortages call for 
manpower programs, lack of effective demand calls for demand 
stlnulstlng programs. Real shortages will be evidenced by 
market signals'^-exceptlonally high salaries, relstively large 
Increases in salsrles, decreases In^ job content, increases in 
job vacancy r|^as, longer waiting tlaes to acquire the 
delivered service and other observsble phenomena. Of course, 
tha interpretation of these signals is tricky. There ara 
substantial nursing vacandas sdvartlsed by hospitals which 
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might suggest s shortsge* However, at the same time hundreds 
of thousands of RN*s are not working as nurses, which suggests 
that many advertised vacancies do not offer competitive pay 
or working conditions* Moreover, temporary shortages are 
desirable as a method of stimulating adjustment and shortage 
signals alone do not warrant intervention* 

e Federal interventions to eliminate manpower shortages must 
be tailored to the cause of the problem * Federal levers can 
operate in three «reas: 

a) Applicants «*When incorrect student assessments or market 
imperfections produce a shortage of qualified applicants. 
Federal policy should be desl^^ed to increase their 
participation* If only certain types of students fail 

to apply, prograa» should target on those students* 

b) Training institutions- -When training institutions are 
unwilliug or unabla to expand or redirect their programs. 
Federal institutional support or r -illation would ba 
desirable* 

c) Harket place — When qualified applicants are unable or 
unwilling to work in specific areas and fields, the 
Federal government needs to consider positive and nega- 
tive incentives related solely to those places or 
fields (e.g* G*P.*s vs all M.D.*8). 



A policy aimed at one of these areas is likely to have a 
spillover into the others, and some problems (e.g., G.P* 
shortages) may require Intervention in all three. However, 
the correct choice of areas is essential if programs are to be 
efficient. 

In what follows we apply these criteria first to health, second to education, 
and third to social services manpower* Health, for obvious reasons, 

dominates our discussion* 

C* Health 

1. Overall Supply 

It is clear that a substantial expansion in both the demand for and 
supply of health services will take place over the next decade, even 
without increased Federal action* Our health insurance proposal will 
probably provide, some net stimulus to demand though the major impact 
will be on equity and distribution of care* No consequential service 
shortage is forseeable, provided manpower is available, except in a 
few special cases* 
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Current eitlnttet indicate that despite peet eliortegea adequate man- 
power will be available on an overall baaia in the near future— 
the data shown below indicate that the number of practitioners will 
rise substantially over the next eight years Since population in- 
creases will be much smaller, prectitioner/populetion retios will 
rise substantially. Moreover, gross manpower projections understete 
real supply Increases since productivity increeses should continue 

TABLE I 

Estimated Projected Increase in Health Manpower 
Professionals; 1970 to 1980 



Health Manpower 

Category 1970 1980 Percent Increase 

niysiclans 323,000 424,000 31% 

Dentists 102,000 126,000 25 

Optometrists 18,000 21,000 17 

Pharmacists 129,000 149,000 16 

Podiatrists 7 , 000 8, 000 14 

Veterinarians 25,000 35,000 40 

Registered Nurses 723,000 993,000 37 

Allied Health 2,600,000 3,780,000 45 



Were these data solely the result of unfettered private market forces, in 
a world without a substantial Federal presence, there would be no cese 
for ection except in highly targeted instances. The major question 
becomes, then, what would be the dimensions of the problems that would 
be creeted or remain if all Federal support to health occupations were 
terminated? 

Teble II below shows the degree of Federel support. 
TABLE II 

Estimated Federal Assistance to Health Occupations 
in FY 74 rmillions) 

Student Assistance Institutional Assistance 



Heelth Professions $61.5 $316.1 

Nurses 54.0 66 !l 

Allied Heelth 3.8 33.: 

Public Heelth 9.0 12^2 

Heelth Services :>.3 19*0 

Bionedicel Reseetch ;0S.6 77,7 

Mentel Heelth 62.0 36,0 

^31:. 2 $56oT 



With the income eemed by most health professionals at or near 
the top of the eeming potentiel of all professions and the reedy 
eveilebility of more applicancs than there sre tr&ining positions. 
there is little justification for lerge ^cele Federal subaidiaatlon 
of roost students attending health professional schools. 
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ThA current cqployoMnt protpectt for thoie mitsring tha major heftlth 
profeifiont ara wall known by individuali making career choicae. Thii 
!■ reflected by the riee in the nue^er cf epplicente Currently, there 
ere epproxlmetely three quelified eppllcenfft for eech firet year piece 
in medicine, dentietry, and veterinery tte<* cine, t%ro quelified epplicente 
for eech piece in echoole of podietry end optometry, end en equelity 
between epplicente end plecee in echoole f ' phermecy 

r-.e exceeeive r.udber of qtiallf ied epplicente end Kig^ eerninge i.^ t* eee 
profeeeione euggeet thet etude*'te could ebeorb e much lerger proportion of 
the totel coete. Juet the oppoeite hae occurred over the leet decede es 
medicel school tuition end feee ee e proportion of the income needed to 
meet opereting expendituree hae fallen from 13.0 percent to 8 0 percept. 

With regard to registered nurses, there is no eggregete dete on the 
number of applicants versus first yeer nurse treining positions However,^ 
there is no evidence to suggest thet e leek of epplicente exiets^ Rather, 
the rapid expension in the nurf)er of enrollees suggests en edequete ep- 
plicent pool exists Over the ten yeer period 1960-61 to 1970-71, first 
yeer enrollment rose from 50,000 to ebout 80,000. 

The one mejor exception to en edequete supply ml^t be el lied ^eelth 
workere, though the growth hes been extraordinarily rapid even without 
aajor HEW support (There is e considereble Lebor Depertment preeence 
tergeted on the dieedvantaged ) . The Bureau of Health Manpower has 
forecestcd en eggregete deficit of 562,000 ell ied health workere by 1980 
However, the Aatrlcen Medicel Associetlon, using e more recent tr*nd rete 
for the supply of ellied health workers, predicted no shortege in 1980, 
but rether e surplus And there ere isoleted Instences now of unemployment, 
thou^ this appears to be due prlmerlly to local economic conditions rether 
tl-*en netional over supply. In eny event, there eppeers to be en edequete 
number of epplicente to fill existing progreew end stimulete en increase./ 

Subsidv of biomedlcel treining has been justified on the besie thet if 
biomedlcel reseerc'n is to occur, en edequetely treir.ed manpower pool needs 
to be essured. Such Federel support is justifleble given the length of trein- 
ing if e leek of qualified applicants exists An edequete pool presently 
exists with NIH supporting only ebout one-fifth of ell greduate students in 
the biosciences While we cennot be certain that a reduction in stipends 
would not seriously effect the supply of biomedlcel reseerchers, declining 
opportunities in other scientific occupetiont, e.g , physicists, suggests 
thet this is unlikely 

Mentel heelth etipends go to students in psychletry, psychology, sociel 
work end releted fields Currently, ebout one-helf of all psychiatric 
resident! receive Federel support. Manpower shorteges, perticulerly in 
Stete mentel hospltels, were the reeeon for such support. In lerge pert, 
the peychietric shortege resulted from the limited Incentives of hospitele 
to have such treining programs beceuse of limited insurence coverege for 
mentel illness in nert to this soecial Federel support 
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and in part to tha greater availability of health insurance funds to 
pay«kfor the treatment of mental illness, the number of filled psychiatric 
residencies rose from 495 in 1951 tc 1388 In 1970 With the growth of 
community mental health centers and insurance coverage. Federal programs 
which provide special support for psychiatrists and mental health workers 
no longer seem neceasary. 

At least at the Present time, therefore^ health manpower supply short - 
ages cannot be related to lack of students* Interest . Instead, past 
shortages seem to be related to Institutional rigidities. The willing- 
ness of health training Institutions to voluntarily expand in light of 
heavy applications varies greatly among Institutions. The more complex 
and expensive the educational training program, the less able is the 
institution to expand without assistance. For example, allied health 
Institutions are responsive to applicant demand because they do not need 
a large Initial capital Investment and tuitions traditionally cover 
operationing costs. 

Medical and dental schools were most reluctant to expand enrollment 
In the 1960* s. From 1960 to 1965 first year medical school places 
Increased by only 100 and dental places by about 250. Expansion Is 
very expensive because these schools, particularly medical schools, 
must maintain a balance In the quality and quantity of their three out- 
puts (teaching, research, and services). If schools expanded, the tui' 
tlon received from the Increased number of students could not cover 
the Increased costs without substantially higher tuition charges. 

Their reluctance to raise tuition Is Indicated by the fact that quite 
a few of the medical schools In financial distress over the last few 
years maintained their tuition chsrges below that of undergraduates 
for the same institution and did not look upon tuiticn Increases as 
an acceptable method of alleviating financial distress. The causes of 
this seem to be (1) a fear o£ eliminating the more qualified applicant 
and (2) a belief that medical school tuitions should be in line with 
other tuition rates charged at the university. This latter 
"principle" ignores the fact that doctors make considerably more money 
than school teachers, and can reasonably be expected to pay for the full 
costs of their education, like other students. 

Unfortunately with the exception of the capitation grant program and 
the special educational assistant /special projects program (which 
account for only $360 million of tha $870 ■illion dollar support total 
to health professions),' Federal funds aubsidizea training rather 
than provides ' targeted incentives for training institutions to 
expand. To the extent that tha prograas aubsldlze students by reducing 
the price of medical training they are misdirected; to the extent that 
they subaidize Inefficient institutions they waste raaources. In both 
cases, tuition is artificUlly lowered, continued dependency is fostered, 
and incentivea for expanaion of numbers of 'students (ms opposed to 
expansion of costs per student) are minimal* 
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these observatlonf euggeet that Federal aupport which subsidizes 
training directly— perhaps as mch as $500 allllon (which Includes 
direct student assistance and tuition) ahould be ellalnated. The 
new guaranteed loan prograa, lAlch provides explicit essurance 
that no qualified student would be unable to finance his graduate 
education (even a substantial rise In tuition would not affect 
total costs very Buch, since the largest cost Is foregone 
earnings), cenents this conclusion. It would be teapered only 
bv possibility that tiie applicant pool could drop substantially If 
current tubsldlea were eliminated— but It Is hard to believe that 
<iuallfled applications would drop too auch (I.e., by half or nore), 
particularly since the phaseout of general training assistance would 
occur at the ssm time and reduce the differential that vould others 
wise e»erge. If soae schools refuse to raise tuition, and threaten 
to go under, that outcosie aay be worth accepting. 

2. Specific Dtwenslons of Health Kanpower Supply 

The conclusions above require tenperlng. Even without general 
shortages of health wanpower, som specific skill shortages alght well 
resuln; and probleas of geographic distribution, equality of access, and 
credential ing «lght resMln. In addltlo t, one specific aspect of 
doctor training— the overhead costs jointly incurred for research, 
teaching and patient care— al^ht produce Institutional bottlenecks 
even after students paid the lull costs of training alone. 

Rather than discuss these problem In detail, we provide aout exaaples 
below that laiy justify targeted subsidies: 



Only 30Z of present reildents are In prlaary care, versus 
49X of practicing physicians In 1960 and 38t In 1970. 
Clearly, incentives wuat be changed. We could pay either 
students or Institutions special subsidies to redirect 
specialization towards such care. Regulation aay alto be 
In order. Since aai^ of the current subsidy program foster 
Increased specialisation away froa prlnary care, their abo- 
lition would help substantially. 



— Current enrollaent at aedlcal schools Is not representative 
of the population at large, with only very Halted represen- 
tation of alnorlty femile and low-lncoae students. Feaales 
and racial alnorltles each account for lass than 12% of 
professional student bodies (Including nursing). Our guaranteed 
loan program, changing attitudes at large, and civil rights 
enforcsHMnt will all help to change. Nonetheless, targeted eld 
either to students or Institutions to correct such labalances 
aay be In order, particularly alnce consuiMrs aay be sensitive to 
the background of service providers. Also, different representa- 
tion aay affect geographic and occupational choice substantially. 
Possible Instruaents Include direct scholarships and loan 
forgiveness (though the latter Is of doubtful effectiveness). 
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Geographic labAlAiicet are also tevere. Changes In recrulc- 
nent say help, and our health Insurance package will provide 
the first truly credible dcsiand support In underserved areas. 
Monatheless, special subsidies for location of skilled iMn* 
pover aay continue to be needed. Enlarging the exlatlng 
National Health Service Corp is a possible approach, as is 
subsidy directed at location of residency. 



— Tha Ivpedlwents posed by licensure and credent tailing Co 
geographic and occupatiooal ■dblllty are aevere. The replace* 
sent- of licensure by certification aay be too radical a move 
but the licensure syatea can be opened up by requiring re- 
llccnsure, reducing unnecesaarily rigorous standards, and by other 
regulatory actions. One aajor possibility is to ellRlnate the 
re<tttiraiant that board eiCi&ilnatlons be given only to graduates of 
accredited schools; this nay encourage greater innovation in 
medical education. 

— The "joint cost" problea at aedical centers ir a tough one, 
particularly since its full diiaenslons are unknown. Moreover, 
medical centers as complex as existing ones may not be the beat 
pattern, but reimbursement for overhead costs would reinforce 
their dominance. 



All these problems, taken together, suggest the need for a flexible 
authority allowing targeting to specific condit:iais wt ere rigorous 
analysis justifies Intervention. However, total sums involved would 
be relatively small when oompared to existing programs Ve are talking 
tens of millions in each area rather than hundreds of millions. 

D. Education 

The Department currently providea $83 million for the development 
of education special Mnpower — ahown in Table III below. 

TABLE XIX 

Eatii^ted Assistance to Education Occupations. W 74 
(millions) 

Student Assistance Institutional Aaslstance 



Elementary and Secondary 
Special Education Msnpower 
Adult Education Teacher 
Training 

College Libraries 
Librarian Training 



$8 $33 

3 

2 2 



Hi^er Education 

Language Training and Area 

Studies 17 

^College Pisraonnel Development 7 
Education Professions Devalopoant 

Higher Education Fellowships . 4 

Long-Tarn Training ._ -7 

TOTAL $21 $62 
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Sufficiency of education personnel ii not e problem et this time; the 
teecher lurplui li large end growing. We eitloete thet ther«£ were 
135,000 More nev college greduetei eligible for Inltiel Teacher certi- 
fication then full tiae Job openings In public elementary 
and secondary schools In the Fall of 1972. This surplus of ellglbles 
first appaared In 1967 and Is ex^^^cted to peak at 200,000 In 1977. 
The cumulative nuabar of surplus ellglbles with teaching credentiels 
since 1967 Is about 380,000 now end Is eicpected to rise to over e 
million by 1976. 

The evidence on surplus or shortages of teachers In various educational 
specialities teaching of the hendlcapped, vocational education, math, 
science, early childhood education — and In various geogreitilc localities, 
is unclear. These shortages are decreasing as a resulc of the overall 
surplus end many special training programs at the State and local 
levels. In addldon, numerous analysts have pointed out that short egee 
in diese special skill areas have existed because school districts 
have not been willing to pay for specialized training or enough to 
mstch the hlflhet salaries available in private Institutions. Teacher 
salaries have risen rapidly in recent years, diminishing this gap and re- 
sulting Inmore efficient allocation of manpower resources. 



Date on equity in minority representation In the profession indicate 
that there is a ehortage of minority teachers. Spanish speaking, 
Indian and (at least in the Morth) Black tachers an seriously 
underrepresented compare.! to the minority group proportions in the 
student population. This uaderreprasentatloo msy hurt the achieve- 
ment of minority sttidants. At the seme time, however, there are 
substantially greater maibers of individuals from minority backgrounds 
graduating from college with teaching cartlflcates. This is not a 
true shortage to be addressed by manpower policies, but a regulatory 
problem. The lack of new Job openings resulting from the general 
surplus makes it very difficult to increase sdnorlty proportions 
without displacing existing teachers. 

Vhlle progrsm« to Induce higher aggregate enrollments are clearly 
out of order, and State support will maintain en adequate teacher 
training base, we see some reason to have levers to upgrade the 
quality of teacher training Instltutlona. For example nev modela 
of practice teaching are needed, providing for proapective teechers 
to spend substantial periods working lit schools while still af fill- 
eted with their training institution. Such incentives need not Increase 
aggregate capacity for teacher training. Indeed, we might conceivebly 
make reduced enrollments one of the conditions for receiving aid — e 
tactic :he precise opposition of that for madical aahools. 
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The foregoing enalysli suggetts that the currwit level of $83 mKion 
in .upport for profe..lonel training In education is largely uxmece.aary, 
^e^ S^e It well targeted, and should be phased doim substantially. 



C. Social Servlcei 



We currently provide approxi-ately $45 million in support for 
training In the social service occupations, as shown below, 

TABLE IV 

Est lfated Support Levels for Social Service Occupations 
mk (silllcms) 

Student Assistance institutional Assistance 

Rehabilitation Training $18.1 ^ 

Co—unity Services Training 4,9 ^' 

Aging services Training ^J'J $TO^ 

There is no data that clearly indicates whether there is or is not 
a shortage of social workers. We dojaiow, however, that the market 
for social services workers is constrained and noncompetitive. Wichin 
the ptb lie agencies, the two most significant constraints to coa;q;>€tltion 
are the interrelated merit systems and the various credential ling 
requirements. 

The state merit system* m^ lead to wage rigidity and failure to attract 
iiuallfled workers. Reinforced by credentlaling barriers which at present 
effectively prevent inter-state mobility, social workers may be severely 
conotrained and exploited by "monopolistic" state eoiployers. These con- 
siderations are, however, of unproven r^l world importance. ""^Lmi t^f 
apply to all government es^loyeea, including teachers. Absent compelling 
evidence to the contrary, we conclude that training subsidies to Induce 
new workers are not needed. Indeed, such subsidies would reduce 
pressure on state agencies to correct wage structures. Excessive 
credentlalling barriers, however, should be a target if for no other reason 
than the fostering of choice and responsiveness. 

Other factors do not seem to warrant substantial -"PPort. First, the 
field of social services training is much less capital intensive than 
health. Consequently, tuition in this area can more easily ««^«t costs, 
second, construction and expansion costs, where tiecessary, can be met by 
the market and service development program which provides a capital market 
for this purpose. Third, social services training Inatltutlons have 
adopted fairly well to innovation and new teaching techniques. /Jn«lly. 
during the 1960's the schools Increased output rapidly as demand Increased, 
we do not expect nearly so rapid growth in the 1970 s. 

In sum, the current level of support for socUl aervlces professions 
does not appear necessary, nor authority sufficient to correct existing 
problems. We propose a substantial reduction. 
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PropoaaU 

Th« pr«c«dliig analyala auggiiata the oMd for xmw Authorlti«« inore 
reftllatlcAlly targstftd to the c«utee of real ehortegee problens than 
at preaent. Such authorltlea would include regulatory powere addressed 
to llcenaure and credential ling, and uould provide broad powere to pro- 
vide grante reUted to the epeclel dletrlbutlonal and related problems 
tlitt we have dlecueeed. They would, Moreover, prohibit general training 
aupport (either directly to etudents or through Inatltutlone) not directly 
tied to epeclflc entltleaofit roqultMMnCs laid down caae by caae. The 
operating wodc would be project oriented and explicitly teaporary. 
Major thruate would require in-depth juetlflcntlon and annual reaaeeee- 
■ent In tenss of the criteria dlecueeed earlier. 

Where recruitment ^ ■anpower le e problem, the Secretary would have 
the authority to rease the period of BOG eligibility beyond the 
undergraduate level. In addition, the Secretary could Increaee the 
amount of the loan guarantee If that proved to be a barrier to 
training recruitment. An appropriate alx of guaranteed loans and 
grante could, therefore, be developed for each recruitment shortag^^ 
area. 

Where lack of training opportunltlea vas the problem the coi^rehensive 
authority would pendt the SecreUry to provide capitation paymente as 
an incentive to expand training alota. SpecUl project grents would 
be ueed to encourage changes in training methoda. 

Wher^ acceas to services was e problem, the Secretary would be able 
to invoke a aet of incentives to improve the eituatlon. ThU could 
take the form of loan forgiv«iess, if that proves to be an effective 
instrument, or paymente to prectitioners which would lead to the 
desired distribution of trained empower* The new authority would 
aleo give the Department the power to regulete licensure and accredita- 
tion. 

We proDosi that aeoarate aatlywrlties (Mch coavrehensive and with the 
characterlstice dlscueeed above) be enacted for health, education , 
and aocial service manpower. A broader option, and one with government- 
wide implicatlono beyond the ecope of this analysis* would be to have 
a single authority covering ^ occupations and providing for explicit 
tradeoffe asKmg profeeeions. 

In order to eolve the trenaition problem for medical achoole» and in 
view of the eubetantlel uncertainty about the preciee effects cf major 
cuts in this area, we propose to retain a specific capitation program. 

We propose the following budget levele: 

• In health, 

A reduction in the rate of aedical echool capitation relmfi&ree- 
ment anuually down fron an FY 74 level of $220 million to $180 
by FY 78. While the level of capitation eupport le reduced, no 
echool would be permitted to receive any funds if it cut back 
ita enrollment. 
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— A tubttantUl reduction n other forM of Inetltutlonel 
support fro* epproxi^itely $340 ennuelly down to epproxl- 
Mtely $120 ■llllon enouelly. The lower level of et^port 
would be designed princlpelly to Ur^en on pertlculer 
ihortege fields end to et^port Innovetlon and other 
tralnlAg iaprovenents* 

— A substantiel reductloa In student essletence fron $311 
Million to epproxlMtely $55 Million In FY 78, prlaerlly 
for speciel heelth training scholarship prograM for low 
InccBS and minority groups* 

e In education, a reduction in all fotae of support from $83 
million in FY 74 to $20 million in FY 78. The reduced level 
of support would be prl^rlly in the form of incentives for 
institutional innovation and imprnvemsnt. 

e In social services, s reduction from $45 million in FY 74 
to $10 allllon in FY 78. 
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III. MABKET AHD SERVICES DEVELOPMENT 
A. Introduction and Su—ary 

Market and Services Developaent (MSD) prograBS seek to isprove the 
perforaance of Institutions which prcrlde huaan resource goods and ser- 
vices* given soae level of effective deaand. The concept covers both 
public and private aervlce deliverers — aarkets handled either through 
the price aechanla* or through taxes and appropriations. In soae larger 
sense » all our probleas of financial assistance to individuals or States 
are MSD; this paper concerns Itself only with the supply and delivery 
probleas that these broad deaand-stiaulating prograas aay create or 
fall to solve. 

The MSD prograas seek to bridge the gap between our aspirations for the 
perforaance of huaan reaource services and the often disaal reality 
of service delivery. Lack of organizational accountability for larger 
consequences of actions, ignorance on the part of either conauaers or 
providers, unresponsive bureaucratic organ* sat Ions, and other *Wrket 
laperfectlons" are root clauses of inefficiency in service production 
or failure even to provide needed services trfiich KSD prograas atteapt 
to overcoae. The prograaa aeek to export not only newly proven techniques 
(in which cases they overlap with UD), but also to redirect existing 
service delivery systeas which fall to use current resources and current 
techniques to aeet client needs, and to create new delivery aechanisas 
where refoxa of existing aechanisas would be insufficient. 

HEW now haa a large ntaiber of prograas which have such developaental 
objectives. These prograas, with few exceptions, have been authorized 
on a problea-by--problea basis, and provide authority not only for MSD 
but also for continuing service delivery and/or rese^irch. In aost 
cases, they fall to perform any of these functions well — the aost 
coaaun syndroae is a thinly disguised service prograa which continues 
indefinitely for a favored few placea and encourages continued 
dependency on the Federal govemaent. Often the prograa is poorly 
designed and falls to create real change — a aaasive infusion of 
resources can be a barrier to change and a reward for continuing past 
practices when the real need is to redirect existing resources. Mean* 
while, other probleas and other places do without. 

For aany of these prograatt, the aajor problea is lack of resources and 
we propose to consolidate authorities into better targeted prograas of 
financial assistance to individuals or states. For aost of the reaainder, 
we propose a auch stricter approach to MSD — an approach which 
recognizes that: 
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• We can Moage and target better our developnent activities 
by divorcing the« fro* service subsidies and clarifying 
their purposes* 

• If we are prepared to continue resource suppleaentatlon 
Indefinitely we will have to do so long after developaental 
objectives have been either achieved or failed* 

• tie do not now have considered strategies for either aeans 
or purposes of «any KSD prograas, let alone the activity as 

a whole* Somt priorities have been alssed completely, others 
sre addressed Inefficiently* 

• The current practice of creating separate authorities and 
organizations for each MSD activity aggravates our inability 
to pursue csrefully tsrgeted strstegles responsive to 
changing conditions* 

To solve these probleas, we propose creation of five functional authorities 
which will consolidate existing scattered MSD sctlvltles In eleaentary and 
secondary education, higher educatlon» health* social services t and service 
integration* We als<^ propose s genersl loan guarantee authority to cover 
capital costs of public fscllltles* These functional authorities would 
recognize the diversity of service delivery probless and opportunities in 
different service sectors by focusing, as appropriate, on particular target 
groups and particular probleas* 

Most crucial would be the features that these suthoritles would have in 
coMon* Because varket and delivery probleas sre often idiosyocrstic 
and aultifacetedt and always require s caraful selection of levers to 
proaote change, the consolidsted packagea would be flexible, providing 
project grant and direct operating authority for technical assistance, 
retraining, planning, and stsrt*up grants* However, such suthoritles 
would be used only for strictly tiae-llaited iapleaentstlon, of proven 
techniques which we have good reasons to believe would not be inpleaented 
otherwise due to bureaucrstic or other iapediaents, and without 
continuing subsjLdv for activitiea which cannot becoae self-supporting in 
their own privste or public aarkets* Even where social benefits sre large, 
instrtiaents would not provide aore initial subsidy than the alnlaua 
necessary to invoke change* 
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la the rcMlnder of this p«p<r, ve present In aore detail the oversll 
rstlonale for the pt^nosed approach (sectloa B), and specific details 
on the coverage and prlorltlea within each functional area (aectlon C) . 

B. The Proposed Appraich to Market and Services Pevelopacnt 

1. Introduction 

To the extent that service gapa alaply reflect lack of financial 
resources, special revenue aharing and financial assistance to 
indlvlduala will reduce the need for ''capacity-building*' 
actlvltlea. Nonethe^^s, a aubatantial set of public problens 
will reaain no setter how well we assure that cn— snd over goods 
and services in general is adequate. It will often be appro- 
priate for the Federal govemaent to Intervene in service 
delivery when: 

a the availability or output of the aervlce, for particular 
target groupat is too saall overall * or in particular geo- 
graphic areas, and it la unlikely that the non-Federal 
aector, even with financial capability, will act quickly 
enough to correct thla without Federal involveaant; 

a the availability of the aervlce aay be adequate » but the 
Federal govemaent «ay want to influence the character of 
the aervlce bacauae a new or rarely uaed delivery 
■echaniaa is aore effective or less costly* but the non- 
Federal aactor will not act to change; 

a a aarket say alaply fall to devalopt «r work poorly, for 
a coabinatlon of reasons including failure of either 
auppllers or customers to understand the benefits of the 
change, or effectively organlae to change (e.g.» mo's). 

These "aarkat falluraa" aay arise froa any nuaber of causes — 
lack of knowledge at the delivery level » bureaucratic Inertia 
and aheer realstance to change* lack of congruence between local 
and national objectivaat failure of non^Federal actors to take 
account of larger conaaquencaa (aplllovera) of their activities, 
exercise of aonopoly power» (credentlaling iapedlaents) t and 
failure of the capital aarkat. Such falluraa arlae not only in 
private aarkata, but alao (and perfaapa aore cuaauuly) in public 
aector provision of goods snd services. 
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Research. Independent reguletory activities, and regulation 
tied to financial assistance are all nodes of Intervention 
which nay be appropriate in such cnses. For exanple, the 
State Student Incentive Grant progran we discuss In our 
proposals on higher education uses a financial leverage to 
redirect state education expenditures away fron institutional 
aid which undercuts private Institutions. Therefore, the 
activities which we tent "Market and Services Development" 
are part of a larger continuum of intervention. Vfe want 
strictly to linlt the tern, however, for those tine-llnited 
interventions which should be able to achieve their purposes 
without connitting large anounts of Federal resources to 
supplenent or change nonal financing sources. 

The Hecessarv Tools for Effective ICD 

The legislation to be developed for USD purposes will specify 
substantial flexibility in instruments available to the 
Secretary. The very diversity of problens, together with 
widely varying local conditions (bureaucrats are not everywhere 
resistant to change on all fronts) suggests that a wide 
variety of Instruments are necessary to achieve service 
development objectives, tailored to specific conditions and 
problens. Given that the tcnowledge exists at the Federal level, 
either because of our research or independent of it, change 
instrunents would include knowledge dissemination, technical 
assistance, demonstrations, staff training, expansion grants, 
atari- up grants, evaluation, and similar activities alone or in 
combination. Such tools would be used in-house» through con- 
tracts, and through grants, as appropriate. Recipients would 
include state, local and private institutions. Fees could 
and in many cases should be charged for assistance. 

The progran and problen courage of the legislation would also 
be conprehensive, by consolidating existing scattered authorities 
which have MSD objectives. Kather than create a separate 
narrowly defined categorical progran for each educational or 
health problen, the leglsUtlon would specify a wide range of 
problen areas in which USD Instruments would be used. The 
specifications would be quite detailed in cases (such as 
HHO*s) in which the activity is so significant that careful 
legislative tailoring is essential. But all such specifications 
would be subject to general provisions discussed below. This 
would provide several benefits. 
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• MSD prlorltlet could be more directly traded off egelnit 
eech other, In the context of a eoneletent frmewrk. 

• M^re flexible euthorlty would enable ue to overcome 
leverage gtpe and package our toole aore precleely to 
obteln the benefits we want. 

• Consolldttlon would enable ua to fill problen gape which 
the vlcletltudee of the authorlsetlon and budget procees 
tend to leeve unfilled or fill only belatedly. 

Related to the value of conarlldatloa and flexibility. State 
forwulat Inherently li ^^Qprlaf > We do not want "felr 
share" grants spread arounti for each developnent sctlvlty 
since (a) In aany cases the problea will be of dlffereuv 
diimslons In different places; (b) th^ ability to limit 
costs* coverage and timing Is almost impossible to sccompllsh 
in formula programs and (c) msny of the probleoa and institu- 
tions we will vi&U to impact sre local rather than State, and 
private radier than public. The problem created by lack of a 
formula Is the coswm tendency for project monies to concen- 
trate In a few places » partly because of differing grantsman- 
shlp and substantive competences st the local level » and partly 
because we deliberately seek to create centers of excellence or 
focus. We propose to handle this problem internally by keeping 
track overall of geographic impact and adminlstrstively imposing 
limitations If problems emerge. 

The prohibitions and limitations ^ich the legislstlon would 
place on covered activities Is as important aa the activities 
that would be allowed. These limitations would have ss their 
principal purpose a self-lmposul discipline on MSD activities. 
For example, an endemic problem occurs because of the temptation 
to include outgoing service prevision monies in development 
programs. This has unfortunate consequences for our ability to 
ensure that our efforts meet real needs. Almost any service 
innovation will meet a need and stimulate s grest demand if 
fully sv'jsldlxed and provided free. We propose that with few 
exceptions all such programs be strictly time-llmtted and avoid 
«tih«< j^»4n> mv ea^t beyottd startruP strictly defined. This 
means, as a practical matter, that If an activity (HMD, heslth 
center, reading technique) does not catch on ta b psrticulsr 
plac> sfter s fair chance, it ends. These restrictions are 
crucial o: 



136a 



21 



• Avoid Ineqult^ls ■•rvlce subildlM better handled through 
genetml flnanclAl aiilitance; 

• Dltclpllne thoM proniflng progrMf vhlch liaply do not 
prove thMtelvei once off the drnring boArde; 

• Free up aoney each y««r, ae project! are discontinued, 
for MW priorltlee; and 

• Serve m una^lgyou advance notice to reclplenta that 
any aubaldy will be *1m Halted and thereby atlnulate 
their own efforts to provide routine financing fr« 
local budgete or -service chargsa • 

As a strategic posture, and to avoid aisunderetanding, we 
propose to write such restrictions into law, even in cases 
where adaittlstratlve regulations would suffice. In effect, 
the law will -T^|** in stitutional non^danendency. Rather 
than face the agonising political and substantive argwents 
for "Just one nore yeax** and "success is just around the 
corner," we will be forced to answer that our handa are tied. 
The dlaadvantage to such a tough policy la that soae refoma 
may only be purchasable if large, continuing service subsidies 
ara provided. In such cases, special revenue sharing with 
appropriate eataarks, or laprovad |»rograaa of financial aaala- 
tance to individuals* are the aajor altematlvea and ahould be 
uaed. 

Aamg the kinda of legUlatlva reetrictlons which we propose 
are general lialtatlons requiring that for each ptojecC: 

— No contracts my cover aore than three yeara; aay cover 
aore than the annuallxed equivalent of one year of service 
costs (including aaortlsad capital costs and recurring 
operating costs); or aay be provided for activities which 
do not have a aubatar.tlal probability of becoaing aelf- 
aupportlng within three y«ar*. 

x^. contracta aust sfiacify tbm understanding of both parties 
that project funding is ona-tias only; aust specify the steps 
that the local party will taka within the psrlod of the con- 
tract to becoae aelf-aupporting; and auat provide for cancel- 
lation and relfliburaeaant if conditions are not net. 
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The only exceptions to tuch proviflont would be on-going technlcel 
atelsttnce, on-going tupport of planning Institutions, end possibly 
e minor waiver euthorlty for not nore than lOX of totel funding 
to cover highly unusual cases. 

^^dltlonal restrictions will hanre to be O-'cided throu^ normal 
Congressional and executive processes, case by case* In some 
instances , e delivery cbaikge may be ii^ortant enouf^ to warrant 
hundreds of start-up grants to assure nation-wide extension. 
In other ceses we will want to stop at demonstretlon in e selected 
nuaber of sites end Chereefter provide no more than limited tech- 
nlcel ess Istttice and information dissemination, primarily beceuse 
eutomatlc nationwide extension can destroy incentives or become 
extraordinarily expensive. If we are prepared to install e new 
reading technique or heelth delivery organisation everywhere, it 
may not be instelled anywhere until our esslstance is evelleble* 
But if we mske it cleer thet only 100 school districts or 100 
cities will receive e full pack^ of esslstance, and the rest 
moat rely on no more than informational esslstance, Federel 
dollars will go much further. 

Activity Mix and Budget Levelr p^^— 

k major problem in reforming HSD ectlvltles is our overell lack 
of knowledge es to what delivery changes ere in feet deslreble 
enough to be worth their implementation cost In specific ereas, 
ttd lack of knowledge as to how to implement auch changes 
successfully. Most existing programa do not lack for criticism 
on both counts. In part, this is ti^ly e dynamic problem— we 
learn by doing and hopefully Increese our knowledge over time. 
In pert, we simply lack truly "proven** models to export and 
always will. 

nonetheless, it is possible to epecify ereas in which serious 
problems exUt, and in which promiaing if not fully proven 
changes are possible. These Include et least some of our 
potpourri of haalth services delivery Inatrwants, notably 
HMO's; an endemic set of capital market problems lAleh face 
Mmy speclelised service providers such aa hospitals end day 
cere centers; e few educational innovations in prograomed 
Uaming and the like; Mrkets for food delivery and other 
specialised needs of older people; iaprovements in service 
infotmatlon aystema (e.g., dey cere); and failure of msny 
institutions to provide epproprlete services for particular 
kinds of problems such aa aantal retardation, physical handi- 
caps, or cultural differences. 
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We h«ve, ai a first approxlnatlon, begun our consideration of 
HSD activity end budget levels (In Section C) with current 
types and levels of spending on existing programs iriilch nore 
or less neet our USD criteria. Wherever possible, we have 
modified these levels to reflect savings lAlch would result 
from restriction to start-up costs without service subsidies , 
lack of proven knowledge 9r managerial capability » or foreseeable 
and desirable changes in prc^ram levels. What will be ultimately 
essential is to develop rather detailed implementation strategies 
problem-«by-preblem. Meanwhile, our proposals envision some 
expansion in nwbers and types of projects, though at somewhat 
lower budgetary costs as service subsidies are eliminated. 

C. Detail* oy Functional Area for Market and Service Development 
Proposals 

In what follows we deal with coverage, priorities, size and manage- 
ment for the programs we propose > as contrasted to existing MSD 
programs. Development of precise program plans will be of critical 
ii^rtance at some point, for now the best we can do is provide a 
tentative and in some cases strictly lllustEative wtline, focusing 
on transition problems. 

We do not include in our figures, or dlscuns in detail, the costs end 
tasks of HEW employees who will administer these activities. Proper 
managewnt will probably not be possible with any substantial reductlcms 
in current staffing, and may require additional positions in some cases. 
Planning, advocacy, audit, evaluation, analysis and technical assis- 
tance—the Jobs of management-^11 continue to be crucial to success 
in inherently labor intensive HSD programs. The propos&ls we uke 
are necessary but not sufficient to improve the conduct cf these 
activities— clarification of purpose and shedding service subsidy 
objectives will enable, but not force, improved management. 

1. Loan Guarantees for Public Facilities 

We wropose government creation of an insu red capital market 
for "nubile" buildings , a market which could break even (as 
dees FHA) by charging a small loan premium (but over private 
mafket rates to avoid service subsidy) and avoid the need for 
creation of special purpose facility support. Existing HEW 
authorities for facilities loans and grants (most of i^lch 
are shown in tiie table below) vould be repealed. Our program 
would operate on a break-even basis with no net budgetary costs .1' 
Its design would be similar to the recently enacted Academic 
Facilities Loan Insurance program but extended to facilities 
for education, health, and social services* 



1/ Some obligations and outlays for existing programs would continue 
due to prior commitments. 
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TABLE V 



MAJOR HEM FACILITIES GRANT AHD LOAN PROGRAMS 
(budget authority in kIIHoiu) 



1974 DHEH 
Budget EetiMtc 



OE: 

Public Library Conetructlon $ Q 

Higher Education Conetnictlon grentf & 

•ubtldlzed lo«nf 1/ 30 
Higher Education Facllltlef Loan and 

Insurance Fund 1/ 5 
Acadeaic Facllltlef Loan Insurance 0 

SRS: 

Rehabilitation facility iaproveaent grants 13 

Special Institutions: 

Separate construction prograu 1/ 22 

HSlfiA: 

Mental Health Center construction 0 
Health Services aedlcal facilities 

(Hill -Burton) 95 
Medical facilities guarantee and loan fund 0 

NIH: 

Health Manpower construction assistance 1/ 82 
Start-up and conversion assistance 1/ 8 



Total 2/^ 



245 



1/ Suggested for abolition or phaseout In proposals in other papers 
well* 

2/ Excludes other agency prograw which could be candidates as veil 
(e.g., HUD college dormitory prograa). 
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As other R«P«ra have argued, the eliAlnetlon of overt intereet 
eubeldy or outright grante (e^g't for hoepltala and universities) 
would be defended principally on the ground that ve are now handling 
the deaand aide auch better and need not aupport even worthy bene- 
flclarlea at the expense of the public at large — but thla new prograa 
would help assure that aupply will in fact be forthcoadng. Even if 
current capital aubaldles were not all ellalnated we would at leaat 
assure that no other activity waa deprived of a capltsl narket aerely 
because its lobby was less adept, and reduce the preaaure for new 
authorltlea. While the prograa would hardly be a credible alternative 
to the subsidy provided by tax-free atatus of State and local bonda 
(theae bonda would not be inaured) » it would tend to- reduce the pres- 
sures to finance heretofore private facllltlea auch as hospitals 
through leasebsck srrangeaenta using local bonda • 

Such a prograa would have substantial aerlt in Ita own right aimply 
becsuse Mny providers of "public*' services fsce substantial probleas 
in obtaining private capital to finance construction or renovation of 
apedal purpoae buildings — college doraitoriea and clsssrooas* 
hospitals, aedlcal achoola» neighborhood centera, day care centers, snd 
the like. Since facilities costs sre often s aajor drsln on InltUl cssh 
flow» this can be a crippling problea. Financing probleas sre due 
in pert to the doubtful return on such projects and» unlike hoaes» s 
frequent lack of alternate users to whoa lendsrs could sell in case 
of foreclosure. In addition, «rhlle bankers can and do foreclose on 
hoaes routinely, foreclosing on s local hospltsl is s aajor political 
act and one which few bankers would be willing to contcivlate. 

The guarantee would present s nuaber of design probleas. For exsaple, 
whet is s "public" fsclllty-*ls there any way to cover proprletsry 
institutions in direct coapetltlon with public Institutions without 
opening the gatea to "Lockheeda" and New England ahoe factorlea? 
Should we cover initial operating as well as facllltlea coata— and 
if to when would thla prograa be used in lieu of start-up grants 
under our functional authorltlea? On the other hand, it would 
aiapllfy the operation of aany or aoat grant prograas, since these 
progrsas would siaply include sufficient funds for rent (or aortgsge) 
As well aa other operating coata and avoid the crasy ,patch-qullt of 
construction snd renovstion suthorltles which we now feel iap«l>l>«d 
to include. This would, in addition, reduce outright budget costs 
in asny such progrsas. 
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Tha UrgMt Utue> and one beyond the scope of our anelyelt, it 
whether euch e ptcaram ehould ao bevond the purvley of HBf-tvpe 
■ervlc— fecllltlee , ghouXd It be aim mint «vide <nd cover trene - 
portatlo& ^nd Would It be ueeful in e tax refora packege? 

2. Pott^Secondary Education 

Unlike any other aajor functional area except health, higher 
education la eubetantlally private rather than public. Unlike 
even healthy the aarket It Inherently national rather than 
local. For these reaaone. Federal encourageMot of Stata and 
local oanlbue planning, and a conacloua etratagy of working 
through State bodies, eaeaa inappropriate* Moreover, mamt State 
and local go v ema en te do not take account of the adverse spill- 
overs of their current policies. 1/ 

Hifl|:er education is farther along in MSD than other functional 
areas, since convergent thinking over the last several years 
concerning the need for refora and reaasesaaent has led to the 
recent enacfent of a post-secondary innovation authority, wfaich 
essentially aeeta our MSD concept. It is a consolidated, coa- 
prehenslve authority providing vide latitude In conducting 
activities to i^rove the post-secondary aerket* It will focus aost 
intensively on reducing the fuadsasntal institutional rigidities 
of a systea which is largely tied to the eaapua, claasrooa-lecture, 
profess ionalisatlont aequential -attendance aodel. It is also con- 
cerned with the accoaaodation of the systea to a broader range of 
huaan needs , especially disadvantaged entrants and aiddle-aged 
non-entrants« Finally » the prograa's purview includes questions 
of credentialing end accreditation. However, the legislation 
does not include the restrictions on continuing service subsidies 
that we propose. 

In addition to thia authority, there are other post-secondary 
prograas iriiich have noainal MSD purposes, as shown in the table 
belowt 



1/ Diacussed In detail in the Student Assistance paper. 
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TABLE VI 



HEW DEVELOFMENTig POST-SECOWDARY PROGRAMS 
(budt^t Authority In millions) 



ProgriM 1/ 



1974 DHEtf Budget Eitimate 



Poat-Sccondary Innovation 



$ 50 



College Library Daionstratlonf 



2 



Higher Education Institutes (EPDA) 



8 



Upward Bound 



Special Services 



35 



State Post-Secondary Education 
Comisslons 



8 



XoUl 



$147 



1/ The Black Colleges, Work Study and Cooperative Education programs also 
have davelopwental objectives but sre prlMrily service programs 
and are discussed in the Student A**lstance paper. 



The library demonstrations and hli^er education Institutes sre 
virtually identical in purpose and activities Co the Innovstlon 
suthority and we propose direct incorporstion of their functions 
into the Innovstlon suthority. It is not clesr thst Post-secondsry 
Educstlon Coomissions perform s planning function of continuing 
importance, since unlike health and other functional areas, the most 
important planning snd utilisstion problems sre nstionwide rsther 
than local. We propoae to discontinue supporting this function, 
slthoufl^ the innovstion suthority would slso be s^le to provide ^ 
tsmporsry aaslstance related to State and local planning. 

The programs for disadvantaged atudents, Upws. >ound and Special 
Services, duplies tc the new authority In purpoae, but have become 
primarily continuing aervice progrsma in a limited nu^er of places. 
Ve propose s rspld phase out of existing contracts. If existing 
recipients do not asauam the burden the programs will have failed. 
In moat caaas wa axpact diat the programs will have effected perma- 
nent changes and fulfilled their dsvelopmenUl function. New pro- 
jects in this sres will be sssumed under the innovstion suthority and 
our rigorous MSD criteria. 
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These changes would be sccoopllshed by eaending the limovstlon 
authority » effective In FY 74, to Incorporate our limitations 
and repeal the other authorltlaa. We expect ^e obligation level 
to rise to $75 million In FY 74 and continue «t that level throi^h 
FY 78. No FY 74 obligations would be made under the old authorltlea. 

3* Social Services 

We Proposs to create a new conaolldated MSP authority for 
Social Services . Existing authoritiea with primary MSD 
purposes would be repealed, affective in FY 74. They sr« 
shoim in ths table below: 

TABLE VII 

SOCIAL SERVICES MSD PlDGIUMS 
(budget authority in mllliona) 

1^ FY 1974 PHEW Budget: E«tWt^ 

Development Pisab lilt lea 

Service Project a $ 18 

Agings Areswide Projecta 54 

Youth DevelopBsnt and Pelinquency 

Prevention 15 

National Center for Peaf Blind 1 

Head Start Demonstration and 

Related Activitiea 35 

Vocational ftehabilitation 

Service Projecta 1/ 53 

$ 176 



1/ Excludea $13 million for conatruction granta reflected in Table II. 
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The new progr«n would provide for eiientUlly the ■eme kindi of 
problem arte/ target group coverage as the existing prograna— child 
development, Juvenile delinquency » phyalcal and mental disabilities, 
and problems of aging. Like the existing programs. It vould focus 
on demonstrations of Innovations In service dellveiy, encouragement 
of more responsive coootunlty organizations, and the like* It would work 
primarily with State and local government aervlce agenclea, but also 
with the extensive and potentially larger private sector (both volunteer 
and for-profit). 

We would expect the new program to fill gaps not now met well. For 
example, there is increasing evidence that center-based day care 
does not appeal to parents of young children (even highly subsidized 
centers often cannot fill their slots), and we know that the pre- 
ferred family and In-hone arrangementa are frequently unstable* Such 
problems suggest the need for an Inltletlve to provide technical 
aaalstance and seed money to communities to ioprove their day care 
plena and to encourage a focus on self-supporting, fee charging, 
information clearing houses for mothers aiel~ existing providers* 
Similarly, the greatest demand is for after-school care for older 
children, but the vast range or organizations (Scouts, Y'a, Boys' 
Clubs, etc.) now providing programs for children out-of-school ought 
to be tapped or organized in the day care context. 

In addition, our aging programs have hardly begtm to stimulate private 
and coimmtnity organizations to use their own resources to deliver 
food and other services targeted to the special necda of the elderly. 
Finally, and perhaps moat neglected now, there would be a major rolc: 
in exporting to State axkd local aocial welfare organizations better 
management techniques --better caaeworieer methoda (such aa those of 
the V.R. program), organisational module, new functions such aa 
"ombudsmen", workable fee syatema, and the like* 

The major change from exlstltig arrangemtnta would be the prohibition 
on continuing service aubsldies in these devalopmantal programs* In 
particular, most of the existing V.R. aervlce projects are primarily 
budgetary additions to the basic budget. We estlamte that a total 
program level of $150 million for FY 74 and thereafter would allow 
soflw increaae in the geographic coverage and klnda of projects 
attempted. 

Elementary and Secondary Education 

Elementary and Secoodary Education la primarily supplied through 
public markets— State and locally operated achool dlatrlcta. While 
the Mills-Carey Bill or a aimllar program will likely have aome 
impact on the viability of private schools, this or any similar 
approach is really a marginal endeavor ao long as we do not go to 
full voucher system. Therefore, most promising MSD optlona lie in 
programs deaigned to change «nd improve the public schools use of 
their reaourcea. 
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We Propoie • tlnjtle. coMoUdated MSP authority to replace the 



progrwM listed below : 



TABLE VIII 

ELEMENTARY AND SECONDARY EDUCATION 

DEVELOPMENTAL ACirVITIES 

(budget authority In millions) 



Item 

Bilingual Education (ESEA III) 

Special Projects for Indian 
Education 

Education for the Handicapped 
Special Target Prograas 
Technology and CoHMunlcatlon 

Career Education 

Adult Education Special Projects 
and Teacher Training 

Talent Search 

Teacher Corps 

Eleaentary & Secondary Dev(;lopaent 

Vocational Education DevAlopnent 

Mew Careers in Education 

Educational Technology 
Denonstratlons (Sesaae Street 
and others) 

**Natlonel Priority" prograns 
(Right to Read, Dropout 
Prevention, etc.) 



1974 DHEtf Budget Estimate 
$ 51 



38 
15 



Educational Renewal 



Total 



14 

12 
7 
38 
61 
14 



36 

39 

2 

"333 
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in vhlch the current f^'>^^i^l\''^^^^u^l^^ot the.e pro- 

'^tt'eS S^r".S;S*«d"lff«ently restrictive 
SrormeHir.^ c.::S'Lr«l..)^wlnd up continuing 
fIn«ncUl support without thy~ or re«««. 

«. ire co-«unded b«:«u«e tie itructure of our public 

Thaie problem introduction of new techniques, 

eduction -yjj- "•^'"JS ^-SSTtttlvTbure^wr^y with little 
It is • locUy °T';5^re«t intmtn«l pressures .gslnst 

i„ter-dl.«lct c™ic.tion«^^ superintendent . 

chmge. The ^^^^r""*?.. h^TtS by currlculai lUiitmtlons . 
prlnclpml or teMher--h«s hi. hsnrts ^^'^ l , ^^ ^ personnel 
?h. scU bo»d. -i^iJ^^rAfeS t 'iTch.S.'^Ne- tech- 
ri^le^'re^ro^'^bVuitrof'Stlon ^ they .re co^lex. 
cottly and rliky. 

tlon. ««d technical asslstmce «:tlvltles. 

vmetever techniques of i-^^-rr JLre:;n^p:Lri«rp'^^^^ 
b«ed on vlldeted in'"""'^"-^^^"^ Sough theVe .re . 

NIE «id others. Few •-'^"'^Pj^rlrr^iaer «re effective or less 
„„^r ,of P''^:^:!'^ ol^A~S:isr^^^^^^ other 

costly (e.g.. „ punning processes, do not 

chenges. such as *;r^ ^ fjnd It difficult to develop 

require ext *slve ""''^ (Snilke ot.,er .res., here we 

successful 't^iSTwpport authority since large 

do not need «i additional extst. Tte problem Is to 

«d s-ll Pl«>ni«8 org«iUatloo. 'J^y^*"^ „f ch«iges revoWes 
i^rove their •«««"-'~'->^ tpL^lu cS by e.^Tdesegregatlon 

SitratThinrif t:c\rarl;sl^:: -Ute- to ccpensator, 
ediicAtlon* 

without atte-ptmg to •P««^^/"^""' '.'^^^''.i: 'u'^e^ori:!:' 
tlon techniques or priority -Ix "-"S SE-J^xpectation. . 
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and the current program Is primarily a reaource supplement to a 
lucky group of school districts. It has been estlntted that its 
expansion nationwide would cost half a billion dollars. Instead, 
under our MSD approach, the bilingual problem becomes a*inore manageable 
one: Influence the use of existing resources (especially the billions 
in supplemental funds for the disadvantaged under revenue sharing) to 
bring about permanent changes in teaching staff and techniques to meet 
the special needs of bilingual children. 

Where necessary, assist the school with the necessary costs of 
chMge— but in no cases fund, as an extra suppleownt, continuing 
salary costs through s nominally developmental program, and do not 
si low school districts to expect automatic funding of their proposals 
(Che ones most likely to request help are often Che ones most able 
and willing to change on their own). 

We estimate that $300 million annually, froa FY 1974 through 197 8 » 
without continuing service subsidy, would allow some expansion in 
current approaches for developmental activities. 

5. Health Services 

Ve Propose creation of a single, consolidated authority for 
Projects to Improve the supply, access, utiliaatlon, efficiency , and 
quality of health services * More than in any other area, existing 
programs for improving the health delivery system combine service 
subsidies with truly developmental change costs* The bulk of the 
existing budget in this area is for continuation grants to projects 
which were supposed to become self-supporting but have not been 
able to get direct or third party reimbursement for their services. 
Our health insurance proposal will solve this problem; pending its 
assumed effective date (FY 1976) we propose to refund these projects. 
The table below provides rough estimates of Che developmental portion 
of these programs: 



147a 



33 



TABLE IX 



HEALTH DEVELOFHEMTAL ACT 


IVITIES 


(budg«t authority in mil 


Lions] 





1974 DlIBf 1974 Developmental 

Item Budget Eatlmate Portion 

Conminlty Mental Health 
Centers & Mental Health 

of Children $ 151 $ 30 

Drug Abuse Project Grants \J 139 25 

Alcoholism Project 6rant l/ 56 16 

Health Maintenance Organl* 

zatlons 60 60 

Hlll-Burton li (85) (0) 

Coop ehenslve Health Services 
project grants and migrant 

health grants 139 28 

Maternal and Child Health 

grants to states 225 45 

Family Planning Services 154 }1 

Comnlty Environmental 

Management (HEEDS) 1 1 

Comprehensive Health Planning 

(CHP) 59 54 

Regional Medical Programs 
(including Emergency Medical 
Services and other technology 

demonstrations) 100 100 



TOTAL $1,084 $ 390 



1,/ Service funds revenue -shared rather than cashed out to health insurance 

IJ Non-add because already counted in facilities totals in section B. 1 sbove. 
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We expect the generel mix end focue of the developnentel portions 
of theee ectivitiee to renein roughly the eeae, with eoiuvhet more 
empheeie given in the letter pert of the decede to improvemente in 
exieting inetitutione ee the weve of **compreheneive" projecte «ub- 
eidee (i»e., HMO*e ere to becone e widely eveileble eltemetive, 
not e replecement) • To e greete - degree then et present we expecc 
to focue on undereerved ereee in new projecte. 

The hlgheet priority will be given to the development of CHF agencies 
ee vehiclee to plen fecilitiee utilisetion end delivery improvemente 
in eech coimminity, primerily to control burgeoning medicel coste releted 
to inefficient end weeteful proliferetion of coetly end duplicetive 
eervicee. Exieting RMP egenciee will be redirected to eerve^ implementa- 
tion eiid technicel eeeietence functione releted to such plene. 

The coneolideted legieletion we propoee to replece exieting euthoritiee 
will take effect in FY 1974, euthorizing project ectivitiee under etrict 
MSD criterie, ee %fell ee continuing eupport for plenning end implementa- 
tion ectivitiee. We propoee e 1974 budget level of $350 million, exclu- 
eive of the continuing coet of eupporting exieting projecte during 
traneition. (By 1978, we expect to trensfer funding of CHF ectivities 
to e ueer charge on privete heelth insurence or poeeibly to revenue 
ehering) . 

Servicee Integretion 

One major cleee of delivery innovetion that we went to eee spreed ie 
thet which reletee to cuetoner convenience of ecceee, compreheneive- 
neee of treetment, and coet eevinge for eervicee end problems thet 
croee "functionel" linee. The Allied Servicee Act, budgeted for $20 
million In 1974, ie currently propoead for enectment, We propoee 
thet the eervicee Integretion authority be rew ^ t m to comply with 
our MSD criterie and re-submitted > 

The new program would have e somewhet nerrower focus than the exlf ting 
propoeel, since many of the Ac*'*e purpoeee would be eccomplished by 
other propoeele. In other reepicts it would be broader, focusing on 
privete es well ee public service * " 'verers and ellowing* for exemple, 
projecte releted to c roes -cutting tt .lologies euch es teleconraunicetions. 

Finaily» see functionel end reglonel office steffs of DHEW performing 
(much es they do now, but more focueed) e technicel eeeietence and 
implementation role for MSD projecte. In some ceees thie meens working 
with Stete egencies. In other% working directly with locel or privete 
agencies. Whether or not this whole eree of ectivity should be 
retionelized es e "human services exteneion agency'* epproech is e 
subject for further anelysie, elong with organisationel end etaffing 
needv in generel. 
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IV. RESEARCH AND DEVELOPMENT 



This part of the paper specifies the peremeters of the 
Research end Developaent (R&D) component of cepeclty 
building. R&D refers to activities whose purpose Is to 
produce "new** knowledge. Included are research, ex- 
perimentation, some evaluation and demonstration. These 
activities are to be distinguished from more active 
efforts to bring about change at sub -national levels 
based on knowledge discovered by research. These "change 
producing" activities are addressed In the previous section. 



j^e j^[g£ose l^ere that the Department's R&D activities be 
pfaeed under tight control by explicit Inclusion in 
five consolidated R&D authorisations, managed by research 
organisations and traded off against other research pro- 
grams In terms of their knowledge creating ability. 
Biomedical research would be largely unaffected by our 
proposed reforms. 
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Th» Federal Role In RM) 

The principles vhlch demand reduced Federal role In many HEW 
activities do not euggeat any similar shift In the Federal role 
with respect to research and development activities. The Federal 
government should remain the primary funding source and resource 
allocator for R6J) activities for three reasons. 

1. The product of research and development activities 
usually Is knowledge. The producer of knowledge 
often cannot sell his product for i^at It is WQrth. 
Potential users of the knowledge product, unlike 

moat products, need only see the product or hear of It 
to have It. Thus, while a new piece of knowledge may 
have great value^^the aggregate of smll value to a 
nun^r of users— It may not have sufficient value to 
any one user to Justl^ that user's Investasnt of the 
resource necessary to produce It. Accordingly, there 
will be too little Investment In the development of 
new knowledge unless all the potential Investors In 
knowledge can be made to act jointly. The Federal 
government can bring about such joint Investiwnt by 
singly using tax dollars. For this reason the Federal 
government ml^t Invest in the development of an under- 
standing of how the brain works although a private firm 
would not, since this knowledge would be likely to become 
available to the firm's competitors fo*r free. Similarly, 
the Federal government mlg^t pay to find out about the 
effectiveness of a new kind of education paraprofesslonal 
although a single school system would not, since It 
would be unable to charge other school systems which 
might use the knowledge to share the cost of Its dls* 
covery. 

2. Even If the aggregate Investment in research were 
established— for Instance, by the distribution among 

the States of Federal funds earmarked for research— these 
resources might not be devoted to the most Important R&D 
unless the Federal government also specified the subjects 
of R&D. Each State, for instance, would be biased toward 
studying subjects of peculiar Interest to it, since study- 
ing subjects of broader generalizability would simply bene- 
fit other States which had not shared in the investment. 
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3. Although it would be possible for « large number of 
Independent partie8--for in8tAnce> States or private 
firms— to coordinate with one another so that each 
would not do the same R&Dt it may be convenient to 
have the Federal government play this coordinating 
function by assuming resource allocation responsibility 
for all R&D. 

Ontanigation and Management of R6J) 

These considerations not only argue for a continued strong Federal 
role in B&D, they indicate that the current Federal role ahould be 
strengthened. Higjh quality research, much of it in the form of 
careful experimentation is the cornerstone of Federal capacity 
building efforts. To this end, we propose several improvements in 
RStD management. 

When Federal resources are intended to be devoted to the creation 
of new knowledge, it is important to define clearly both the sub- 
ject to be studied and the method to be used. Where ambiguity exists, 
recipients of Federal funds tend to lise the funds to serve their own 
needs at the expense of generalizable knowledge. Such ambiguity has 
been allowed to exist in a nttmber of the Department's programs. We 
have proposed In other papers that some of these programs be converted 
to revenue sharing'-e.g. > ZSEA Title III. We propose here that a num- 
ber of fragmented R&D programs be placed under tighter controls by 
explicit Inclusion In larger RSJ) authorities. 

Such consolidation permits better coordination among projects, allows 
a broader range of trade-offs among candidates for R££ funding, and 
permits tighter management of R&D efforts by subjecting projects to 
review and competition within an R6(D organization. The concern about 
linkages between R&D and operating programs disappear when the operat- 
ing programs are revenue shared. 

Table I below shows the six proposed R&D authorities. 
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RESEARCH AND DEVELOPMENT PROGRAMS ^ — - 

Current FY 74 
Funding Level 

Mental Health R&D (mllllon>) 

1. General Mental Health $ 75 

2. Drug Abuse Research 11 

3. Alcoholism Research 8 

Subtotal - ;94 

Health Services R&D 

1. Health Services R&D 70 

2. Maternal and Child Health 6 

3. Health Manpower 18£/ 
4« Fsnlly Planning 4 

5. Disease Control 2 

6. Coouunlty Environmental Management 2 

7. Scientific Activities Overseas 7 

8. Occupational Health 3 

Subtotal 112 

Biomedical R&D 1,487 

Education R&D 

1. Follow Through $ 41 

2. Education of the Handicapped .14 

3. Adult Education 2 

4. Education Activities Overseas 3 

5. National Institute of Education 156 

Subtotal 216 

Social Services R&D 

1. Social and Rehabilitation Services $ 52 

2. University Affiliated Facilities 4 

3. Research Overseas 8 

4. Child Development 13 

Subtotal 77 

Income Maintenance 1<&D 

1. Social and Health Insurance $ 2lh/ 

2. Income Maintenance Experiments 11 

Subtotal 32 

Grand Total R&D $2,018 

a/ Found in direct operations portion of the budget, 
b/ Contained In OASDI and HI. 
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Ar the table indicates, we combine the Maternal and Child Health, 
Family Planning, ' s^-ase Control and Occupational Health R&U pro- 
grams with the Health Services R&D program, since the operating 
programs to which the former R6J) programs attach will* be either 
revenue shared or picked up by health insurancie. We also place 
Health Manpower R&D into this package on the assumption that our 
health manpower program will probably be run by the same organi- 
zation that would be responsible for managing market and services 
development and revenue sharing programs; thus, the need for a 
separate health manpower R&D program to assure linkages to NIH is 
not necessary. 

Similarly, Follow Through, Education of the Handicapped Reseanii 
and Adult Education Research are put into the same authorization 
and organization as NIE when their related operating programs ar* 
revenue shared. Finally, with Head Start revenue shared, several 
Child Development experimental programs and the Child Development 
R&D program are to be combined w^th the current SRS R&D program. 

We do not propose further consolidation of the six R&D activities 
shown in Table X-for instance, into a single authorization and 
drganization--becau8e such a change would reduce the extent of 
linkages to operating programs. But we think further possible 
consolidations should be a subject for future HEW consolidation. 

We also propose to improve planning and management within the six 
R&D authorities/organizations by: (1) improving R&D planning; 
(2) establishing procedures to maintain technical quality of pro- 
jects; (3) designing procedures to disseminate project results to 
State and local governments; and (4) eliminating R&D demonstrations 
that are really service providing activities. 



The Content of R&D 



Despite the shifting of much of HEW's program management respon- 
sibilities to State, local or private decision makers, and the 
consolidation of R&D programs, we see no significant change in 
the substance of HEW's research--assuming we are now doing the 
research appropriate to our current program management roles. To 
illustrate, a basic program design/management question for HEW in 
its current roles might be whether to expand the use of work evalu- 
ation services under the Vocational Rehabilitation program; Federal 
research programs should now be addressing this question. If voca- 
tional rehabilitation were simply an optional program which the' St 
could choose to support witn revenue-sharing funds, those States 
making such a choice would need to know whether to expand their use 
of work evaluation services; they would quite properly expect a 
Federally-run research program to address this question. 
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There are, ho%rever, some respects In vhlch the substance of R&D 
would change In line with the proposed new Federal program manage* 
ment roles. Flrsc, research would be needed on the desirability 
of the new roles and on ways to naice them effective. If we move 
Coward maximum liability health Insurance » for Instance, we will need 
research on the effectiveness of various Inducements to families to 
purchase preventive services. If we move toward the Income assistance 
and employment program, we will need to know what relative tax rates 
encourage persons to take "regular** employment and what priorities 
should be established for training* Thus a greater focus towards 
consumer preferences. 

One particular aspect of research substance might be strongly 
affected under our health insurance proposals: the extent to 
which biomedical research works to develop very expensive treat- 
ment techniques. Specific policies on this question will need care- 
ful examination. 

Second, there are some areas i^ere the Federal role in R&D should 
be reduced. Where it is possible for the producer of new knowledge 
to capture most of the revenue from that project, there may be little 
need for Federal support* For example, if curricula developed by a 
private firm can be protected by copyright laws^ it may be preferable 
for the Federal government to cease supporting curriculum development* 
HEW needs continually to examine its RfiJ) efforts to identify those 
where a single party migiht capture the returns fron new knowledge. 
Where such situations exist, HEW will have to decide whether Federal 
support should be withdrawn in view of the kind of monopoly pricing 
a copyright or other form of protection for innovation would pomlc* 

Funding Levels 

There is no major change proposed in funding levels for R&D. We 
see no reason to expect the proposals we are making In other papers 
CO affect Che determination of appropriate total K&D funding level 
in any particular direction* 
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REUtion of R&D to Othar Capacity Building Activitict 

RSJ) and market and tarvlcet devalopnent activities are difficult 
to distinguish at the point where R&D results become ready for 
dissemination. Sometimes it will be desirable to fund projects 
for two purposes: (1) to test a particular way of providing ser- 
vices in order to create new knofwledge; and (2) to create a model 
which will be available for possible users of the new knowledge to 
observe if the test indicates tliat such use is appropriate. In 
these instances, responsibility for the project nlg^t reside In 
either the R&D or the market and services development area; the 
two must be closely coordinated. Regardless, %rlth greater reliance 
on decision by individuals and State and local govertonents, a major 
thrust in R&D must be on dissemination of results. 
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OTHER HEW ACTIVITIES: PLANNING 
ADVOCACY » DATA SYSTEMS AND REGULATION 



The previous papers have laid out the major Initiatives which are part of 
the comprehensive HEW reform and simplification. There are other functions 
In the Department which will remain, albeit in somewhat new forms* once 
reform and simplification comes into being. These functions Include: 
plannlngySdvocacy, data collection and classlf lcatlon» evaluation and 
regulation* This paper briefly discusses each of these functions and their 
associated programs so that one has a complete picture of what happens to 
all HEW programs and functions under the proposal for reform and simpli- 
fication. 

A. Planning 

Currently this Department requires that States or institutions, as 
a condition of receipt of Federal funds, develop plans for use of 
these funds. DHEW slso provides funds to stimulate planning, for 
exai^le» programs such as strengthening State Departments of Edu- 
cation, Aging, etc. Several hundred million dollars of Federal 
funds are used for planning activities such as these. 

Our new strategy provides resources to State and local governments 
with a minimum of Federal restrictions. However, many States do not 
now have a capacity to plan comprehensively for human resource 
activities; others that do have such a capacity at the State level 
do not have it at sub^State levels. Thus strengthening of the 
planning capacity of State and local governments* planning continues 
to be a requirement. 

Current DHEW programs designed to strengthen planning are shown in 
Table XI below. _ 



Table XI 



Current DHEW Planning Programs 
and FY 74 Funding Levels (millions) 



Program Planning 



&iergency Health 

Aging Planning and Operations 



$ 9 
12 



Comprehentive Planning 



Strengthening State Departments of Education 
Comprehensive Health Planning 



48 
59 
$128 



a/ Revenue shared 
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In additioir to these progrens, there ere severel epeciel plenning progrene 
designed to put in piece e network of sub*iietion«l planning mechenisms , 
e.g., comprehensive Health ?lenning» These were addressed in the Market 
and Services Development section of the Capacity Building paper. 

Progr#a PUnnlAS 

The Department's greatest emphasis now is on program planning, prin- 
cipally because that is the interest of our program managers* Many of 
the Department's current programs require that States or other insti- 
tution|L^«|Pelop plans for use of program funds. These plans serve two 
purposM^ (1) stimulation of planning; and (2) improvement of 
Federal monitoring • 

In theory, requiring plans improves the effectiveness of DHEH resources* 
In practice, however, requirements for plans have become merely perfunctory 
arrangements in the procurement of DHEtf resources by the States. Addi- 
tionally, the highly categorical nature of the plans probably is counter- 
productive to good planning"100 mini-plans do not add up to a compre- 
hensive plan, and their development diverts resources that ailght other- 
wise be used to develop such a plan* 

This situation has evolved in part because DHEV does not effectively 
influence the local planning process* In most instances, the Dapartnent 
is powerless to reject plans , unless they contain glaring procedural 
errors, because doing so would seriously disrupt local government* Even 
granting e willingness on the part of DHEIf to act, a lack of substantive 
knowledge and available manpower denies DHEH the influence necessary to 
adequately review plans and monitor Impleoentation. In short, the concept 
that Federal program planning requirements , as they exist today, signifi- 
cantly affects the incentive's and abilities of States to plan is fallacious. 

Accordingly, we believe VISBH should significantly decrease requirements 
for plans in capacity building programs* With the larger authorities, 
we see the need for few if any plans per se* Further, we see no 
requirement for any separate monies to stimulate progranmatic planning; 
the States must and will do this regardless. 
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Comprehensive Planning \ 

Stimulating comprehensive planning Is a more valid Federal role especially 
In light of our capacity building Initiatives. There Is considerable evi- 
dence that many State and local governments do not plan effectively. 
Special revenue sharing makes these deficiencies more significant, adding 
to the nui&erous reasons for improving State and local planning capabilities 

In many cases the mere addition of more Federal funds with less constraints 
will stimulate better planning at State and local levels. But we believe 
more is needed. We propose the following multi-faceted approach — 

• Special revenue sharing authorities require that States 
develop a comprehensive planning process (and plans) for 
the use of the funds, and that this process Include linkages 
to local governments. 

• Direct technical assistance is to be provided to States in 
the form of diagnostic field teams to work on-site at the 
request of States. For example, teams are to be able to 
conduct an extensive review of the organization, staffing 
planning and evaluation systems, budgeting process, etc., 
drawn on experiences in other States to identify successful 
approaches . 

• Financial assistance and incentives for improving planning 
are to be provided through market and service development 
activities, principally the Allied Services Act. 

B. Advocacy 

There are a number of groups (e.g., the handicapped) that Federally 
run categorical programs now serve. Many of these programs are to 
be revenue shared or eliminated with Increased financial assistance 
to^divlduals. Although there remain protective devices such as 
regulations and "strings" in special revenue sharing, we propose the 
added safeguard of advocacy — protecting the interests of certain 
special groups by "raising a fuss" in their behalf. We propose to 
adopt a specific advocacy role for five major special groups: 

• handicapped /disabled 

• aged 

• disadvantaged children and youth 

• minorities and woman 

• poor/welfare recipients and migrants. 
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Advocacy for these groups Is to consist principally of coordination 
and conanunlcatlon among Federal agencies and among these agencies 
and States and localities to assure that effective services are 
delivered to the groups. Internal DHEW special offices for each 
group are to pick up and oversee certain functions left over when 
Federal management of programs targeted on the groups is phased out. 
These functions Include: 

• collecting and disseminating Information on needs, preferences 
and problems of the target group; 

• helping monitor and evaluate State and local activities to 
ensure that effective services are being delivered to the 
constituent populations; 

• providing a coinunlcatlon link to and from members of the target 
group, Bpeclficilly providing information about availability 

of htunan serviced and obtaining information about needs and 
service delivery; 

• coordinating Departmental or government*vlde activities for 
the target group. 

C, Evaluation and Data Systems 

The Federal leadership role in human resources development through 
capacity building requires that this Department maintain a 
significant diagnostic function: determining what human problems 
are, what currently is being done to resolve them^ and what gaps 
exist. Such information drives research and planning, is essential 
for regulations, and can shape the nature of Federal assistance. 

There are two principal mechanisms for performing the diagnostic 
role: data systems and evaluation. Through zhe first, we presently 
collect three major categories of information: 

• Program management information including output and 
distributive data Such as the number of grants admlnlatered , 
abivies •dlspM&aedi) peraoaa setnred, etc. 

• program effectiveness and impact data. 

• general statistical data in the health, education, social 
services and income maintenance areas* 

As we reduce program -operations , we propose to place even greater 
iifflphasls on collecting the latter two categories; e£ informatioa. 
At the 8aan^bltte,>:«M ttust continue to collect tumagenent data 
that iilU:^ aULoifiii* rto determined iwheret the. kuman resource funds 
are 90tlng»«v6QaniSiUBtiand to vhon,i .^ifcih^ datir are important to ua ' 
both in the diagnostic role and to our regulatory activities 
designed to assure accountability and responsibility. 
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As part of special revenue sharing States will be required to provide 
specific types of management data, jointly agreed upon. But we cannot 
count upon State produced effectiveness and situational ^atft to be ade- 
quate. Rather, we must obtain data by a variety of means, for example: 
(1) conducting separate evaluations and surveys; (2) using those of 
other loat_ltut Ions (e.g., Census, Ctmaerce) . ^ _ 

We propose to help State and local governments build combined and 
comprehensive data systems through market and services development and 
technical assistance. Clearly, development o«. Integrated data systems, 
with each level of government obtaining Information It needs. Is both 
expensive and time consuming. But a myriad of separate data systems, 
each with their own bits and pieces of Infonutlont Is iiore so. Com- 
parability of data is desirable both between States, within and across 
various human resources functional areas, and among the various Federal 
departments. 

Finally, to achieve a "critical mass" of timely and useful data, we 
propose to sharpen and focom our evaluation efforts and resources on a 
few vital activities (particularly those %fhere we have earmarked Federal 
funds for a particular service or target group.) We propose to do 
this by improving evaluation planning and targeting our evaluation and 
audit resources Off studies of the effectiveness of our initiatives once 
they are in place, or prior to that, potential problems or major 
uncertainties inherent in the proposals. 
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D. Regulation 

It Is clear that as we move to convert categorical programs to 
financial assistance greater reliance will be placed upon private 
and sub-national government decision making; we nust consider 
the extent to which those non-Federal decision making processes 
must be controlled to assure that critical Federal objectives 
are met. 

We recognize also that as the Department places greater reliance 
upon private and sub-nadooal decision making, there will be pressures 
for expanded Federal control activity from special Interest groups, 
the Congress and the Federal bureaucracy. They will ask such 
questions as: without categorical programs, how can national 
priorities be asserted? How can Federal dollars be accounted for? 
How can DHEif get through a layered bureaucracy and hold State and 
local officials* "feet to the fire"? 

A portion of the Department's activities now fall under the category 
of regulation, either as direct regulatory activities such as those 
of FDA, CDC, etc, or (2) regulation as a condition of acceptance of 
Federal funds. We propose to continue to strengtlien the ^ v . . 
former category of regulatory activities. We also propose, 
primarily because of special revenue sharing, to make some signi- 
ficant changes In the second category. 

We believe that decentralization of decision-making to State and 
local governments re<{ulres that the Department develop effective 
ways to control a limited number of essential activities, without 
imposing a vast regulatory structure that contravenes flexibility 
and simplicity inherent in HEW reform. We see three general 
objectives for regulatory activity. These are to: ^ 

• assure that opportunities for goals and services are 
generally available to all equally 

• protect racial and ethnic minorities and Special concern 
groups 

• assure that institutions are responsive, responsible and 
accountable* 

Because regulation by itself is not a particularly effective means 
to influence behavior or produce change, we have attempted to weave 
mechanisms for achieving these objectives throughout the various 
HEW reform proposals* For example, there are certain earmarks and 
strings in the special revenue sharing proposals; market and 
service development and special manpower f r ffprw rtfe g ftfatn^fpga i i il 
devices to help minorities* We suomarize here some of the regulatory 
activities discussed in a substantive context elsewhere* 
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Fine, th«re are a nuaiber of Improveneni and changes we propose 
to In our regulatory practices. Th»ef»fi^^<>rtant are: 

Greater use of civil suits by the Federal Government » 
with equitable relief. 

• Authorisation of civil suits by nri^ate parties. 

• Deeqphaaizing use of administrative proceedings as a 
regulatory mechanism, and Federal fund cut-off as a sanction. 

e Use of graduated pmlitltte for noa-iflomplliaoe. 

e Greater use of non-coercive mechanisiQS such as influence 

(damonatration^ provision of model St at e le gi s latio n-aad < - 
regulation, negotiation and technical assistance^ aod ^bUeicy 
(both public oducation and public disclosure of evaluation, 
monitoring and audit results), 

e Requirements for intra-state "comparability"' of funding for 
certai n services. _ . 

e Use of citisen's groups to augment monitoring and to initiate 
enforcement proceedings, 

e Requirements for sub-national govemnents and institutions to 
keep records and reports on (1) how Federal funds ere used (2) 
distribution of ttiese funds down to the final beneficiary end 
(3) changes in individual or group performance or status 
accruing from use of Federal funds, 

e Requirements for States to establish their own monitoring end 
regulatory mechanisms, 

e RequireMMta iot Statae to siitiapooMBl«aAlpaxiiic^pkt«rty 

f Uimt«8Ppft«cAesMefSed«tIic<6Aiig.sMdia&ata«tov«hafaarad 6pmds . 
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The foregoing are «11 general regulatory mechanisms. In addition, we 
propose some special regulatory actxvity for certain groups that now 
enjoy categorical Federal programs, or which are of special Federal 
concern • 

First, we have built special requirements into the revenue sharing 
packages that will continue to target services on certain groups— 
the poor, the handicapped, minority groupif. 

Second, advocacy offices will have coanunicationa links to groups 
and to sub^tional govemnAnts and institutions* 

Thirdt equality of access and prohibition of discrimination in 
general will continue to be mandated through Federal statute 
(e.g.. Title VI of the Civil Rights Act) reinforced by specific 
anti-discrimination requirements in the various special revenue 
sharing packages. 

Fnrth, there are a number of positive mechanisms in HEW reform 
prcDosals designed to help special group* and the poor, for example 
--stuoent assistance, health insur^ce, income maintenance, 
special manpower programs, and seme special programs in market and 
service development* 

Finally, the focus of the HEW regulatory activity (other than 
those of mew CDC, itc^i'^ich couttnUa to lotfk at consumer Ittlalth and 
safety) will be on protection of the poor and special groups. With 
the elimination of a large number of categorical programs, evaluation 
and audit resources c^«i be focused on the most critical activities 
affectinf the poor, e.g., education for the disadvantaged. 
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E. Federal Service! 



The bMic thruet of HEW reform ie to use broed-geuged functional 
prograM to fulfill HEW responsibilities. Host of our existing 
prograas have been discussed within the context of coaponents of 
this overall scheoe. There reaa^ji a United nuiri>er of prograas 
that slaply have not fallen Into place elsewhere. 

At any given point in ti«e, we can be assured that soae public 
deaand will arise that Justifiably requires iaaedlate HEW action, 
but does not lend itself to resolution through one of our broad- 
gauged policy instruaents. Wbere these deaands cannot be net by 
State and local govemaents because of lack of funds, or by 
Federal capacity building, a Federal service subsidy aay be required* 
When these deaands becoae a national priority that we believe should 
be aet, and would not be aet at the level we want, then that 
Federal subsidy for services becoaes a reality. 

Host such subsidies would be transitory; however. Federal support 
for some will last longer than others. Eegardless, we would hope 
to work out of the service subsidy business over tlae. 

Prograas now In the Fecr^al .^"i>^ices Category are shown in the table 
on the next page. 
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Table' 11 
Federal Services 
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ProRranfl Which May Be Phased Out^ But Will be Retained for Now 

FY 74 Funding (millions) 



Indian Health $189 

Rehabilitation of Drug Abusers 14 

Special Institutions 114 

Programs Which Will Be Radically Changed or Phased'Out 

St. Elisabeth's Hospital 38 
Health Service Grants 1' 

Maternal and Child Health 180 

Family Planning 123 

Comprehensive Health Services 92 

Qommity Mental Health Centers Staffing 119 

MenUl Health of Children 10 

Migrant Health 19 

Emergency School Assistance 811 

Higher E^cation Institutional Assistance 138 

Aging !9utrition Programs £' 100 

Assistance to Refugees 94 



a/ Only service subsidies are shown. These are to be phased out 

in FY 76 when Maximum Liability Insurance exists, 
b/ To expire at the end of FY 74* 
c/ To be picked up by Income Assistance. 

d/ To be picked up in FY 76 by (1) Income Assistance, (2) Health 

Insurance, (3) Student Assistance and (4) Special Revenue Sharing* 

We expect the first group of programs shown In the table to remain a 
Federal responsibility for the near future, because we do not have 
readily available instruments to replace them. 

Currently, Indians 'ice a complex set of problems. Health, Education 
and social services are necessary, but residence on reservations and the 
concentration of the Indian population in a limited number of States both 
undercut the effectiveness of special revenue sharing* Market development 
programs have long tern implications for the Indian population but cannot 
meet their Innedlate needs and may never be adequate because of the com- 
poundlr,*: of economic and social problems that generates these needs. 
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Under the Narcotic Addict Rehabilitation Act, there Is a comnltment to 
provide treatment to any addict who voliinteers for rehabilitation. 
Since we have, In effect, guaranteed treatment to these Individuals, we 
really cannot rely on providing financial Incentives to private and 
local Institutions to supply the required services* Therefore, we 
propose to maintain the Rehabilitation of Drug Abusers program 
until such time as It Is feasible to reconsider the Narcotic Addict 
Rehabilitation Act. 

The Special Institutions are a set of five basically educational 
organizations that are supported, through quirks of history and legis- 
lation, directly through the HEtf bidget, rather than Indirectly 
through the grant-in-aid process. They are-- 

• American Frlntlng House for the Blind (AFHB) which produces 
educational materials and apparatus for blind children. Each 
State school system Is given credit at AFHB for Its share of 
the appropriation, based on the number of blind children In 
the State. 

• National Technical Institute for the Deaf which provides a 
residential facility for post-secondary technical education 
for deaf persons, and conducts applied researcli In aspects 
of deafness related to education and employment. 

• Model Secondary School for the Deaf which provides an exemplary 
secondary education program for deaf persons. 

• Gallaudet College, a private n >n-pro£lt educational Institution 
which provides an undergraduate higher education program for 
the deaf and a graduate school in the field of deafness. 

• Howard University. 

For years, our budgetary relationships with the special Institutions 
have lacked a contemporary policy rationale. Annually we negotiate their 
line Item budgets on Incrementallst principles, and then act In an 
amicus curiae role before Congress. Their budgets and operations are 
thus Isolated from policy analysis and the mainstream of our programmatic 
allocations. . 

The vagaries of this process are frequently not helpful to the institu- 
tions themselves. First of all, they compete for funds in an inappropriate 
arena, one where there are no comparable institutions/prc^rams against 
which to judge them. Consequently they are subject to frequent and 
erratic increases and decreases, which makes intelligent fiscal planning 
difficult or impossible. In addition, when HEW funds are held up until 
late in the fiscal year, as frequently happens, they suffer unnecessarily. 
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We propose to find ways to end our special relationship with these 
institutions y but we see no quick way this can be done* Thus, £or 
at least the next several years^ siipport will continue. We do 
propose y however, to drop then as special lines in the • ^ budget 
in favor of a general subsidy^ and to phase out their pport over 
a ten year period. 

The prograas in the second portion of the table are specifically 
designated to phase out vfaen instruaents designed to replace then 
cone into being. It Is not an all inclusive list. For nany of these 
prograns we propose only to neet prior year obligations. For others , 
such as the health service grants » ve propose to retain service 
subsidies until health insurance^ student assistance or Incone 
maintenance can pick up service costs* 
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